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E.P.T. Advisory Panel 

The Finance (No. 2) Act, 1945, provided under 
Section 42 for the setting up of an Advisory Panel. 
This has now been constituted under the chairman- 
ship of Dr. W. H. Coates, deputy chairman of Im- 
perial Chemical Industries, Ltd. One of the two 
accountants appointed to the Panel is Mr. Richard 
A. Witty, F.S.A.A., senior partner of Messrs. Button, 
Stevens and Witty, 7, Union Court, Old Broad 
Street, London, E.C.2. Mr. Witty, who became a 
member of the Council of the Society of Incorporated 
Accountants in 1930, was President from 1942 to 
1945. The other accountant member is Mr. W. L. 
Barrows, F.C.A., partner in Messrs. Howard Smith, 
Thompson & Co., 11, Waterloo Street, Birmingham, 
and a member of the Council of the Institute of 
Chartered Accountants. The remaining members 


are Sir Francis Brake, Mr. G. Gibson and 


Mr. J. H. W. Pawlyn. All communications for the 
Panel should be addressed to the Secretary, Excess 
Profits Tax Advisory Panel, Treasury Chambers, 
Great George Street, London, S.W.1. 


The duties of the Panel are to approve arrange- 
ments for the use of refunds where they will not be 
employed in the original trade or business by the 
person who carries it on, or, alternatively, where 
there has been a change of ownership, and to enquire, 
after the event and in such cases as they think fit, 
how refunds have been dealt with, so as to ensure 
that the statutory undertakings have been observed. 


PROFESSIONAL NOTES 


Meanwhile, the volume of refunds made by the 
Inland Revenue has grown since the beginning of 
the financial year to £124 million by the middle of 
September, sums averaging {4.5 million per week 
having been refunded in the last few weeks. Industry 
has no cause to criticise the pace at which refunds 
have been made ; rather, the Inland Revenue should 
be congratulated upon the speed with which it has 


been able to cope with its task. The difficulties and 


ambiguities regarding the use of the refunds, on which 


‘we have commented in previous issues of ACCOUN- 


TANCY, do, however, remain. The first statement of 
the Panel may be expected to lay down some general 
principles by which it proposes to be guided. 


Costing in the Footwear Industry 


The working party on the boot and shoe industry 
has decided that since taxation in the industry could 
not be divorced from the study of taxation in general, 


“any unilateral recommendations that might be° 


made would inevitably lack the force of constructive 
proposals.” Therefore, it does not follow its prede- 
cessors, the working parties on cotton and pottery, 
in making proposals on taxation. (The suggestions of 
the other two working parties were discussed in 
AccounTANCy for July, pages 215-6.) While the 
accountant interested in the footwear industry may 
regret that the working party did not add the force 
of its authority to proposals for the general reform 
of taxation, there is another section of its report, that 
dealing with costings, which is of particular interest 
to him. An appendix to the report gives a summary 
of the costing systems in use in the industry and the 
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modifications which have become necessary in these 
systems following price control for utility products. 
These modifications follow from the necessity of 
making an estimate of the cost of materials, labour 
and overheads appropriate to each specification of 
boot or shoe—price control being according to 
specification—instead of over-all estimates which 
were all that many manufacturers had previously 
thought necessary. In the body of their report, the 
working party states that frequent cost investigations 
of firms by cost accountants of the Ministry of Supply 
and Board of Trade have had the effect of overhauling 
the systems used by many firms, and that, in general, 
the costing methods in use by most firms now con- 
form to principles laid down by the Board of Trade, 
However, the working party is of opinion that in 
other than the most progressive firms “costing is 
not carried out efficiently, and there are many 
instances of losses and inefficiency at various points 
in the production processes.” They continue: “It 
would appear to be advisable that in all factories a 
closer check should be kept upon each stage of pro- 
duction and its actual cost should be ascertained and 
compared with a pre-estimated and sub-divided 


costing charge.” 


While most members of the profession interested 
in the industry will endorse the view that, where 
proficient costing is not in operation, it should be 
installed, it may be admitted, speaking of the country 
generally and not of the particular instance of the 
footwear industry, that the full significance of costing 
has not been recognised in all quarters of the accoun- 
tancy profession. For our part, we should like to see 
a livelier interest in this most important aspect of 
the accountancy technique. Nevertheless, we cannot 
entirely concur with the further recommendation of 
the working party that the Shoe Manufacturing 
Services Board, which it proposes should be set up 
to act, in effect, as a permanent working party and 
to promote research, should also employ as its own 
servants or consultants cost accountants competent 
to advise upon costing and to install efficient systems. 
We do not doubt that if the industry shows the desire 
for expert advice on costing matters, there would 
not be wanting an adequate supply of practising 
accountants who could supply the necessary services. 
As it happens, there is substantial evidence that 
interest is in fact shown in costing matters among 
professional accountants connected with the boot 
and shoe industry, for the Leicester District Society 
of Incorporated Accountants is at the present time 
engaged upon research work on costing systems and 
methods for the industry. 


Two Important Agreements 


The agreement with Argentina, reached at the 
fifty-ninth minute of the eleventh hour, when the 
British deputation was about to leave for home, 
proves—as will be seen from the commentary on 
page 304 of this issue—to be a “ give-and-take”’ 
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affair, which does not augur badly for the financial 
discussions which the United Kingdom will have to 
conduct with other countries in. coming months. 
India, Egypt, Eire, Norway, Holland, Greece are 
only a few of the countries with large sterling balances 
acquired during the war, the treatment of which will 
call for skilful negotiation on our part. Ironically 
enough, the largest debts are to India and Egypt 
—both incurred by us mainly in keeping the enemy 
from those countries and both likely to introduce 
intractable political complications. The precedent 
of a rate of interest of only 4 per cent. per annum 
on the “ funded ’”’ Argentine balances, now approxi- 
mately £120 million, after a transfer of £10 million 
to Brazil, will, however, be useful even in the ap- 
proach to India and Egypt, though it is to be hoped 
that one provision of the Argentine agreement, 
leaving the future of the balances to be further dis- 
cussed at the end of four years, will not be copied. 
The related bargains on meat and the Argentine 
railways seem as favourable to us as we could expect. 
Almost simultaneously with the Argentine pact came 
the news of a fresh financial agreement with France, 
modifying the rather harsh terms upon which the 
United Kingdom had insisted last April. Instead of 
having to repay by next March the debt of {110 
million to this country, France will now repay it 
over eleven years from 1950 to 1961. Here, again, 
the interest on the funded debt will be at 4 per cent. 
per annum—and if it helps to establish more securely 
the-fashion of this level of interest on funded balances 
generally, the treatment accorded to France will 
have been fully justified, even on a purely materialis- 
tic approach. 


Inflated Costs—and P.A.Y.E. 

Amid many impressive, even startling, inflated 
costs quoted at the hearing of the Railway Charges 
Committee, one item, though small in relation to 
most of the others, has particular significance for the 
accountant. No less than £250,000 a year is the 
estimate of the additional cost to the companies, 
through extra staff and overtime, of administering 
P.A.Y.E. If the costs of administration bear the 
same ratio to the total wages and salary bill in 
industry and trade generally as they do in the railway 
companies, an approximate estimate of the total 
costs incurred on P.A.Y.E. by employers would be 
£6.2 million, for the railways are responsible for 
about 4 per cent. of the total wages and salaries in 
the country. 


Some of the other figures put before the Com- 
mittee demonstrate in striking fashion the increase 
in the costs of the railways—and in costs generally. 
Thus, staff wages and salaries are up 67 per cent. 
since 1939 ; iron and steel, 61 per cent. ; maintenance 
material generally, 86 per cent. ; coal and coke, 139 
per cent. Restoration of permanent ways and rolling 
stock and renewals are estimated to cost £170 million 
between 1946 and 1950. The companies are making 
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a telling case before the Committee for a further 
increase in rates and it seems likely that as from the 
begirining of 1947 there will be an average increase 
of between 5 per cent. and 10 per cent., though the 
burden may not be evenly spread over the various 
classes of users. 


National Insurance—New Contributions 


While the full scheme of the National Insurance 
Act, 1946, is not expected to operate until 1948, the 
provisions for retirement pensions come into effect, 
with modifications, from September 30, 1946, and 
from that date to meet the extra cost of pensions 
contributions are raised for all insured persons. For 
a voluntary contributor insured only for pensions, 
the weekly contributions will be 3s. 1d. for men and 


- 2s. 5$d. for women ; if insured under the combined 


scheme (health insurance and pensions together), 
men will pay 4s. and women 3s. 4d., with a reduction 
of 3d. if medical benefit is not provided, that is, 
when income exceeds {420 per annum. For employed 
contributors the rates are: men, aged 16 to 17, 3s., 
and aged 18 and over, 4s. ; women, 2s. 4d. and 3s. 4d. 
respectively. In each case half is recoverable from 
the employee. Contributions for men over the pension 
age of 65 will be 2s. and for women of 60 and 
upwards, ls. 8d., nothing to be deducted from the 
employee. These new rates-are lower than those that 
will apply when the new scheme operates in full. 
In this interim period no increases have been applied 
to the health insurance portion, and the rates for 
juvenile contributors remain the same. The new 
value stamps are to be affixed to present cards, 
although the rates of contribution shown on them are 
different. 
—And New Benefits 


Present old age pensioners and widows of 60 and 
over, and persons reaching pension age after Septem- 
ber 30, 1946, will be eligible from the first week in 
October for the new rates of 26s. plus 16s. for a wife. 
If the wife receives a pension by virtue of her own 
insurance, she also receives 26s. These new rates will 
apply only if the pensioner has retired from business 
or work. Where retirement has not taken place, the 
present 10s. plus 10s. for wife can continue irrespec- 
tive of the amount of earnings, but for every shilling 
earned above 20s., a shilling is taken off the 26s. 
The earnings test applies separately to man and wife. 
Thus, if the man’s earnings caused the pension to be 
only 10s. per week, the wife’s pension would not be 
affected unless she herself earned over 20s. in that 
week. At the age of 70 for men and 65 for women, 
the full pensions apply whether work is continued or 
not, and whatever the earnings. 


Accounts of Charities 
In an interesting letter published recently in 


_ The Economist, the correspondent suggested that the 


form of accounts of some charities could be improved 
and that the revenue and expenditure statement 
should show separately : 


(a) The amounts of salaries paid to permanent staff. 
(b) Travelling expenses paid to them. 
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(c) Travelling expenses to voluntary workers. 

(d) Advertising expenditure. 

(e) Other recurrent expenses of moment. 

It was further advocated that the totals of these 
headings should be shown as percentages of the annual 
subscriptions and that a comparative statement over 
the past five years should be provided. Finally, 
auditors were urged to be much more informative 
in their reports. It appears to us that the under- 
lying principles relating to the preparation of accounts 
of charities do not differ from those relating to com- 
mercial accounts. It is trite that all who have the 
responsibility of the custody of public money for 
charitable purposes must exercise it with at least the 
care which they would apply to business affairs, and 
that neither the executive officials nor the auditor 
are excused in the slightest degree by the honorary 
character of their appointment. That accounts should 
be as informative as possible is an axiom, too, which 
has especial force where interest in the work in hand 
needs to be spread and enlivened. While, however, 
the correspondent’s particular aim, to disclose any 
waste of charitable funds, commands respect, it 
should be borne in mind that parsimony in the 
remuneration of employees of charitable bodies is 
not likely to have more satisfactory results than in 
other fields. We would prefer that expenditure in 
accounts should be classified by reference to the 
purposes for which it was made rather than the 
persons to whom it was paid. A reminder is also 
necessary that it is not the auditor who is responsible 
for the form of accounts, but that if a qualified 
person is appointed, his advice and assistance are 
always readily available. Provided, however, that 
the accounts in his view present a correct view of 
the affairs of the charity, the auditor’s duty is simply 
to say so. 
** Accountancy ”’ 

For the last fifty-one years volumes of this journal 
have run from October of one year to September in 
the next. It has been decided to break this tradition, 
and from January, 1947, to put volumes on a calendar 
year basis. In consequence, the present volume, 
Number 57, will continue for another quarter until 
the issue of December, 1946. The usual arrangements 
will be made with the printers for them to accept 
orders from readers for the binding of their copies 
and details will be given in our issue of December. 
To facilitate payment of subscriptions to ACcOUN- 
TANCY by members of the Society of Incorporated 
Accountants, the annual membership form returned 
by members with their Society subscription will this 
year contain provision for payment of the AccouN- 
TANCY subscription for the year 1947. Members 
whose subscriptions to the journal expire during this 
year on a date other than December, 1946, have been 
or will be approached for payment of a sum sufficient 
to carry their subscription to that date, enabling 
them to subscribe on a calendar year basis from the 
beginning of next year, and to pay both membership 
and ACCOUNTANCY subscriptions in the one remittance. 


oe pon 


' a ee : 
cial ; 
to J 
ths. f 
are - F 
ices , 
will 
lly 
ypt ee 
my 
1ce _ 
ent 
um 
Xi- ; 
ion i 
Ap- . 
ed 
nt, a | 
ad. 
ine 
ct. 
ne 
ce, 
he 
of 
10 
it a 
in, j 
it. ? 
ly 
es 
7 | 
a | 
/ 
od | 
eS a 
to 
1e | 
1e 7 
s, 
d : 
le 
n 
y 
il 
e 
ir 
n 
. . 
e Be ) 
ee 
: 
. . 
. ; 
| } 


ACCOUNTANCY 


ACCOUNTANCY 


| Vi ——— 
The Annual Subscription t0 ACCOUNTANCY is 
125. 6d., which includes postage to all parts of the world. 
The price of a single ts 1s. Od., postage extra. 
All communications to addressed to the Editor, 
Incorporated Accountants’ Hall, Victoria Embankment, 
London, W.C.2. 


BY ORDER 


The traditional two-tier system of English law has 
been radically changed and made top-heavy by the 
addition of a third tier: to statute law and case law 
there has been added the “ law of Statutory Rules 
and Orders.” Even before the war there was some 
concern at the growth of legislation by Order. Lord 
Hewart, in The New Despotism, written in 1929, and 
the Donoughmore Committee, in its report of 1932, 
lamented the volume of Orders, which perplexed the 
average man and complicated the lawyer’s task. 
But since the beginning of the war the third tier of 
law has, in some branches, become of far greater 
moment than the centuries’ accumulation of statute 
law and cases. An annotated set of Statutory Rules 
and Orders, running to a number of massive volumes, 
is now an indispensable part of the equipment of any 
practitioner of the law. 

In no branch is legislation by Order more far- 
reaching than in commercial law. In an illuminating 
address which he gave during September at the In- 
corporated Accountants’ Course at Caius College, 
Cambridge, Mr. Charles Norton explained the extent 
of the recent changes in this branch of the law. The 
emergency system to all intents and purposes super- 
seded the system of commercial law which existed 
at the outbreak of war. The war-time system in the 
main continues. “ Designed for the war emergency, 
it remains with us in the present period of recon- 
version and reconstruction, and who knows how long 
it will continue? There is little doubt that the 
present system is likely to remain for an indefinite 
period, if not permanently.’’ This new system com- 
prises some nine thousand Statutory Rules and 
Orders. Of this large volume of new law about a 
third specifically relates to commerce. 

In his address Mr. Norton explained that the new 
system, founded on the Emergency Powers (Defence) 
Acts, 1939 and 1940, now, since the lapsing of those 
Acts, rests on the Supplies and Services (Transitional 
Powers) Act, 1945, and the Emergency Laws (Tran- 
sitional Provisions) Act, 1946, which at present remain 
in force until December, 1950. Mr. Norton divided 
into nine fields the commercial operations covered by 
Orders built up on this foundation. In finance there 
is, for example, the compulsory acquisition of foreign 
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exchange, the control of payments abroad, and the 
restrictions upon transfers of securities outside tlie 
sterling area. In the employment of labour there are 
powers of direction, Essential Works Orders and 
restrictions on the engagement and transfer of 
workers. In the supply of materials there is the 
machinery of licensing:in wholesale and in retail trace 
and the multifarious regulations on production, trans- 
port and distribution. [mn the sale of goods “ it is 
not advisable to disregard the multitude of Statutory 
Rules and Orders controlling the sale of goods and 
the prices to be charged.” New laws dealing with 
trading with the enemy, with requisitioning and com- 
pulsory purchase, with mortgages, with liabilities 
adjustments and with the frustration of contrac‘, 
some of them formed of new statutes but a major pa't 
of Statutory Rules and Orders, add a further wide 
range to what Mr. Norton called the “ indigestible 
mass of involved provisions which affect, contro!, 
restrain or prohibit almost every commercial activity.” 

While one regrets the complexity of all this new 
law and the restriction which it imposes upon com- 
mercial operations, it would be quite unrealistic to 
hope for a reversion to the two-tier system of law 
which previously prevailed. Whether or not it will 
be permanently correct to talk of a controlled economy 
in this country, it can hardly be expected that wide- 
spread regulations from the central authorities will 
not continue. Yet even so, there is much that could 
be done to peptonise the “ indigestible mass.” There 
is no adequate reason why legislation by reference 
should be perpetrated in Statutory Rules and Orders. 
The overworked Select Committee, appointed to 
examine new Statutory Rules and Orders and t» 
ensure that they do not offend general and hardly 
adequate safeguards laid down by Parliament, 
should be strengthened and the work shared 
among a number of similar committees. It is 
important, also, that instead of Orders being part 
of the law in default of a negative resolution in 
Parliament within so many days, anything from 21 
to 100, of their being laid on the table of the House, 
they should not become valid until approved by a 
positive vote. It is not sufficient to aver that this 
would place a larger burden upon the overworked 
legislature. Informed students of Parliamentary 
procedure are convinced that a reform of its methods 
would not only enable proper consideration to be 
given to Regulations and Orders, but would also 
enable, through the development of the Committee 
system, a great deal of legislation to be subject to 
the well-tried process of the Parliamentary Bill, 
instead of the unduly simplified process of Regulation 
and Order. It is also important that at the earliest 
possible stage gleaning of redundant and unnecessary 
Orders should be pushed ahead rapidly. Even given 
the necessity for control over a wide field, many of 
these Orders could probably be dispensed with at this 
date. As Mr. Norton said in his address, “* Jurists 
through the centuries have been at pains to emphasise 
that laws should be ascertainable.”” The very multi- 
plication of Statutory Rules and Orders makes for 
a complexity which, unless corrected, may destroy 
the pre-eminent place which the legal system of this 
country has occupied in the past. 
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Budgetary Control in the Small Business 


By F. SIMMONDS, A.C.W.A. 


Now is the time for all businesses to prepare for 
the days when they will sell in a buyers’ market. 
Unless they do so, ignorance of costs will again lead to 
disastrous sales policies and operating efficiencies and 
expenses will be a pre-occupation of managements 
which will be unprepared to face its problems. The 
margins on which success turns will be smaller than 
ever before. There is no size or type of business which 


.does not need the help and guidance of comprehen- 


sive budgetary control. ~ 

There has been a tendency to regard budgetary 
control as necessary only to large concerns. But 
it is equally essential to the small business. Some 
aspects of the position are discussed here. 


What is a ‘* Small” Business ? 

“Small Business ’’ is a relative term. Since it is 
primarily manufacturing businesses which we are 
considering, let us clarify the term by reference to 
the distribution of factories. The factories of this 
country may be conveniently divided into three 
groups : 

(1) those with 1 to 100 employees 92 per cent. 

(2) those with 100 to 500 employees 7 - 

(3) those with 501 employees 

upwards bao ia 1 ud 


100—Cisis, 


Factories employing up to 100 may certainly be 
regarded as small. Those employing up to 500 may 
be organised on small factory lines if production is 
simple. The field under review is therefore vast. It 
amounts to between 92 and 99 per cent. of the total 
factories of this country, representing over 130,000 
factory managements. In considering our subject, 
it must ‘be remembered that it is the number of 
separate managements that is significant rather than 
the number of workpeople employed. When establish- 
ing budgetary control, it is each management which 
has to be convinced, trained and assisted. 

It is safe to say that most of these businesses rely 
very largely on their professional accountants for 
advice on financial control. It is a responsibility of 
the profession to give them guidance which meets 
modern requirements. 


What Financial Control do these Businesses. 
Really Need ? 


To establish financial control, managements must 
know where they want to go, and where they are in 
fact going ; and where necessary, they must takecorrec- 
tive action. Corrective action is a management job. 
But the action must be guided by adequate inform- 
ation. To provide information is the accountant’s 
job. Budgetary control is one of the means of pro- 
viding the right information. 

There must be a financial plan before the year’s 
work is commenced. Every business has such a plan 
in some form, even the smallest. It may be vaguely 
held in someone’s mind, it may be scrawled on one 


sheet of paper. These plans must be crystallised, 
nothing less than a clear income and expenditure 
framework is adequate for these times. 

The plan must have a set of target figures against 
which actual progress can be watched day by day and 
month by month. There must be a method of detect- 
ing divergencies from the targets and the causes of 
those divergencies. The plan must, of course, show a 
satisfactory profit as a conclusion to the business 
operations. . 

Further, good or bad performances must be 
localised to individual employees. Personal respons- 
ibility must be clear, and results fixed to people. It 
is much more important to know that the milling 
section under Bill Brown was above or below scheduled 
output and expense last week than it is to know— 
perhaps weeks after the first operation was started— 
that Job 1234 shows a cost of 7 per cent. above esti- 
mate. Many people may have handled Job 1234, and 
to localise past events is not practical. But there is 
no doubt that the milling section is under Brown, 
and that he is responsible for its performance. 

Plans must follow people. Financial control must 
follow the organisation of the personnel. Losses 
must be checked early, corrective action applied, 
and the position at the year end brought as near as 
possible to the target profit. All managements want 
high efficiency, but some are not willing to take the 
trouble to get it. They must be ready to take action 
when reports show the need. Simple reports which 
indicate forcibly the points of loss or gain against 
target figures must be produced so that the business 
can be kept to the budget plan. 


What Reports are Required to Give 
Financial Control ? 

In the average factory, who are the people in 
positions of control, and what information will help 
them to maintain control ? 

Going up the scale we have the charge-hands, the 
foremen, and the manager—in a very small works 
there may be no charge-hands. The reports that are 
needed may be considered as groups at these three 
levels of organisation (Specimen 1). If there are 
intermediate executives, the reports should be 
prepared to cover the expenditure under the control 
of each. Detailed information which is useful at the 
lower end of the scale must be summarised for use 
at the upper end. 

It must be remembered that in a factory, the 
primary control over running expenditure is exer- 
cised on the shop floor. It is here that losses can be 
avoided—by the charge-hands and foremen—far 
more readily than from an office. It pays to give 
these grades prompt and adequate information. 

The type and frequency of reports will depend 
largely on the processes used in production. En- 
gineering shops probably provide the greatest 
variety of activity, and are therefore used as an 
example. 
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The charge-hand is responsible for the production 
efficiency of the operators he controls ; for avoiding 
reject work and waste of material, and for the proper 
handling of equipment. He should receive a form 
of Daily Efficiency Report (Specimen 2). Usually 
this will meet all his needs. His sphere is small, and 
he should be fully aware of each item of reject work, 
extra material usage, and extra labour cost without 
a special report. He will probably be consulted by 
the foreman when the latter receives his summary 
of these items of expense for the whole department. 

The foreman is concerned primarily with four 
aspects of the sections under him, namely, production 
efficiency ; reject work ; extra labour cost ; and extra 
material usage. His secondary interest is to see his 
shop expenses compared with budget allowances. 
He should therefore receive a Summary Efficiency 
Report showing machine groups or processes under 
his control ; a Rejects Report (Specimen 3) ; an Extra 
Allowance Report, and Extra Material Report. These 
reports will usually be summaries for a week. Each 
month he requires an Operating Statement which 
summarises the working results of his department 
(Specimen 4). 

Foremen are notoriously difficult when asked about 
the cost of completed jobs. But this is usually be- 
cause the work was done weeks earlier, and their 
interest is centred in the jobs going through to-day. 
The foreman is interested in the efficiency and cost 
of his department as a whole, and that is what these 
reports give him. 

The manager requires a monthly summary of the 
Departmental Operating Statements, and also a State- 
ment of the Overhead Expenses, which he alone con- 
trols. A Profit and Loss Account, Balance Sheet and 
Trading Report (Specimen 5) complete his essential 
requirements. 

Observe that throughout this series of control 
statements no reference to product costs is necessary. 
All deviations from standards are shown under 
the charge-hands or foremen concerned. In some 
businesses, a Summary of Completed Orders showing 
cost against sales values may be useful to the manager, 
but mainly as a guide to sales price policy and future 
estimating. The manufacturing losses will have been 
detected shortly after their occurrence. 


How are the Control Reports Produced ? 

The basis of the reports is the budget. It is essential 
to grasp the idea of a financial plan which provides 
a target or yardstick. Actual performance and 
expenditure is compared with the plan in total and 
in detail. Control can then be exercised by an 
examination of those instances where performance or 
expenses are over or under the target. Only by thus 
sifting the information will it be used effectively. 
This is no new idea, nor is it contrary to accepted 
accounting principles. All the reports are, in effect, 
analyses of accounting information, and are linked 
into one system by proper accounting methods. 
There is, however, a change of emphasis. This is 
not merely good double-entry book-keeping. It is 
a system of assessing financial progress in all fields. 
It uses the principle of a fixed basis of measurement 
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against which comparisons can be made. We must 
have the inch as a fixed unit of measurement for 
controlling the dimensions of a product. Similarly 
we must have a budget to provide fixed units of 
measurement for controlling the volume of income 
and expenditure. Budgetary control is defined by 


SPECIMEN 1 
ScHEDULE oF REPoRTS 
GRADE REPORT FREQUENCY 
Chargehand Efficiency Report... ae --* | Daily 
Foreman Sho Statement ... --* | Mon 
Extra Material Report ese “ pa 
e ine jie oe ° 
Manager Balance Sheet and Profit and Loss 
Account... oe Monthly 
Trading Report Pa 2 “ 
General a» b - ” 
Statement ” 
Capital Expenditure Statement a 


SPECIMEN 2 
Dairy Erricrency Report tion Centre: Milling 
ursday, October 24, 1946 
Prodn.; Lost | Output | Target ; % of 
No. Name Hours | Hours io Hours Target 
202 _ Saree 50 8.50 8.50 100 
204 | James, L..... 77.50 1.00 8.00 8.50 94 
205 | Jones, F. aed 9.00 -50 7.25 8.50 85 
206 i sian 8.25 75 8.50 97 
209 | Chalmers, H. 7.00 1.50 8.50 106 
210 Rs’ | bee 8.50 — 7.75 8.50 91 
211 | Lang, one 8.00 50 7.00 8.50 82 
56.25 4.75 | 55.75 59.50 94 
This is a summary of production work dockets. “‘ Production hours ” ts 
hours actually — on production work. “ Lost hours” represents of 
attendance not ked on production. ‘Output Hours” represents output 
measured in standard hours of work. “Target hours” represents normal 


“ Percentage of Target” represents the 
percentage output of target. Upon these results depend the bonus earnings 
and the overhead recovery of the operation centre as well as the maintenance 


of delivery dates. 
SPECIMEN 3 
Reject Report Group: Macuine A. SHop 
Week ending : October 26, 1946 
Cost of Rejects 
No. of 
Rejection due to: Material] Labour | Total of 
Notes & Ohd. otal 
tor’s Fault a. § { f, 14 
Setter’s Fault 7 4 2 6 7 
i F 3 3 6 8 9 
Material Fault 1 1 3 4 5 
ig or Tool Fault 5 10 40 50 59 
ine Fault 2 2 3 5 6 
Failure on Test oat —_ _ -- — _ 
Etc. 
Tuts WEEK: 
Cost of Rejects 21 64 85 100 
Work Rectified ‘ 10 80 90 
Cost of Rectification 1 12 13 
Year to Date: 
Rejects P 424 1,351 
Work Rectified “a 219 624 843 
Cost of Rectification 70 240 310 
Cost of Production ... -» | 7,246 19,004 | 26,250 5 


This is a summary of reject notes under causes of rejection. Man’ parts 
which are rejected on inspection can be rectified later. Tip voles of bask 
_ and the cost of rectification are therefore shown to give a true picture 


a 
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is schedule shows the main reports required in the 1 of a busin 

oan poodustive operations and offer budgets have bern set. Each individal 

must receive reports covering his sphere of control. Where there are additional 

grades in the business, reports are divided appropriately. Specimens of those 

. reports marked * are shown. 
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’ SPECIMEN 6. 
Sor OpsratinG STATEMENT Group: Macurne A SHop 
Activity : Ta1s Periop 110 per cent. . Month ending October 26, 1946 
1 2 3 ‘5 6 7 s 9 
: Accumulation for 7 
No. Direct Material Standard Actual Controllable mon: 
Cost Cost Variance 
Standard Variance 
3 Parts from Stores 92 90 2 692 4 
4 —" Parts 16 20 4 120 
6 oa sob 31 33 2 209 ul 
Totat Direct MaTERIAL 186 191 5 1,247 3 
“| Accumulation for 7 
No. Direct Labour Activi' Standard Standard Actual Controllable Mon 
per cent. Hours Cost Cost Variance 
" Standard Variance 
101 Cut = ote 109 5,080 380 360 20 2,240 150 
104 Frente: nee ote 115 8,009 600 710 110 4,100 50 
107 Drilling ... on 107 4,600 400 420 20 3,000 10 
108 Turning ... al 105 4,088 500 490 10 3,400 50 
109 Welding ... i 95 3,086 350 340 10 2,250 20 
Torat Direct Lasour. 110 24,863 2,230 2,320 90 14,990 ‘140 
Accumulation for 7 
No. Shop Expense Control Normal Allowed Actual Controllable Months 
Basis Budget Cost Cost Variance 
Allowed Variance 
321 F 200 200 210 10 1,420 20 
323 Setters... F 400 400 405 5 2,550 50 
324 Service SV 300 310 315 5 2,000 20 
331 Lost Time Vv 420 450 400 50 2,800 100 
332 Overtime Vv 20 40 45 5 210 20 
341 Rejects and Losses Vv 100 110 125 15 820 40 
343 p Stores = Vv 150 170 160 10 1,000 20 
344 Shop Tools Vv 100 100 115 5 650 40 
354 Office F 20 20 22 2 130 40 
Tora, Snor Expense 1,710 1,810 1,797 13 12,480 50 
Tora, EXPENDITURE 4,226 4,308 82 28,717 87 


This is the summary of the whole activity of the shop, under the control of a foreman. these are shown ia italics in the specimen). Controllable variance 


the Institute of Cost and Works Accountants as 
being : 

“The systematic control of business operations by 

means of predetermined standards prepared in minute 


SPECIMEN 5 
Trapinc Report Month 7 1946-7 
Total | Prod. A; Prod. B; Prod. C) Service 
Load . 12/000 eso 1450 hoo 
4,000 | 1,800 700} 1,€00 
Sales Invoiced 4,200 1,850 550 | 1,000 800 
Closing Load ... os 11,800 7,200 | 1,700] 2,200 700 
nem 4,300 | 1,900 750 700 950 
Rise or FAtt on Bupcer 
This th A .. |F 300] F 100| F 250 = R 50 
Seven months to date R 120 370 | R 100} R 240] R 150 
PrSales 4,200 550 | 1,000 800 
Standard Cost of Sales 3,900 1,700 500 1,100 600 
Standard Profit or Loss | P 300/ P 150; P 50/L 100/ P 200 
360 160 50 50 100 
Riszg or Fatt on Bupcer | FF 60/ F 10 _ F 150/ R 100 
Stock 24,000 | 10,200 | 5,000 | 8,600 200 
Cost 3,700 | 1,800 700 550 650 
Cost of Sales ... 3,900 | 1,700 500 | 1,100 600 
Closing Stocks ... 23,800 | 10,300 | 5,200 | 8,050 250 
Stocks .. Mi 1 5 100 
Baste suoaie | PAS] RS | x98 [BRE | w 18 
This is f three factors—the orders from customers 
load ahead; the profit. on  depetched, ety a he te ae em | 
totals, showing capital tied up in relation to sales turnover. All costs and 
stock values at standard values. Each result is compared with budget 


are 
details which are part of the master Financial Budget. 


ely fm Controllable variance 
is analysed on Extra Labour Cost 


detail and assembled into a comprehensive programme, 
in order to provide a basis of comparison with actual 
performance and costs, with the object of attaining 
the final results indicated in the programme.” 
Budgets may be set from the aspect of sales 
volume or from the aspect of productive capacity. 
The two are, of course, closely linked, but in the 
small business it is probably better to base the 
budget on productive capacity. It is then the respons- 
ibility of the sales to ensure the sale of that 


production. 
It is not the purpose of this article to explain how 
SPECIMEN 6 
Financia, Bupcet , Year 1946-7 
Income Forecast : , £ 
Service a a 10,000 
EXpEnDiITuRE Forecast ~—_ 
Overhead : 
Machine A Shop 6,000 
Machine B Shop 4,000 
Caneral Fachory 8000 
Administra‘ a 5,000 
Tora, BupGerep ExpEenDITURE 46,500 
Tora, Bupcetrep Prorit . 3,500 
Capital Expenditure Forecast 2,500 
supported 
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a budget of productive capacity and expenditure 
may be set, but rather to stress the need and show 
some of the ways in which control is exercised 
through a proper budgeting system. 

The master budget is prepared as soon as sales 
budgets and expenditure budgets have been set. 
This master budget may be termed the Financial 
Budget (Specimen 6). It is really a form of profit 
and loss forecast. It must show that a satisfactory 
profit will be reached if everything goes according to 
plan. If it does not show an adequate profit margin 
at first, then all budgets must be reconsidered. The 
solution may be sought from several aspects. The 
sales volume may be too low to absorb overheads ; 
the production time cycle may be too long ; direct 
labour “ population’’ may be insufficient for the 
facilities provided ; overhead items may be excessive ; 
too much factory space may be given up to services, 
and so on. 

Whatever is causing the lack of balance must be 
the subject of prompt action. It is no use starting 
the year with an unbalanced budget hoping that 
savings will be effected later. The whole financial 
control turns on the use of a satisfactory plan. When 
this is achieved, the basis of all comparison is a yard- 
stick which is known to be satisfactory in all details. 
Deviation at any point means either a loss or a gain 
on the predetermined profit figure. 

_ To compile the Financial Budget, the cost of sales 
can be analysed to material, labour and overhead 
with a fair degree of accuracy by reference to previous 
years’ results and current cost estimates. The 
material cost factor is not usually so vital as the 
direct labour and overhead figures. If the actual 
sales proportion of different products in a range 
varies from the forecast, this need not upset the 
Financial Budget so long as the productive capacity 
is sufficiently adaptable to maintain the total direct 
labbur at the budgeted level. 

Overhead expense budgets will be prepared in 
detail under each account heading in consulta- 
tion with foremen and managers, and grouped to 
conform to areas of responsibility. The total of these 
overheads must, of course, be-within the estimated 
recovery in the Cost of Sales forecast. If it is not, 
this balance must be attained before the detailed 
budgets can be used as the basis of comparisons and 
expenditure control. 

The yearly figures are usually reduced to totals 
for thirteen four-weekly periods—or to weekly figures 
for use on the control statements. Several factors 
must be considered before satisfactory comparisons 
can be made with actual figures each period, particu- 
larly in the overhead expenses. Corrections must be 
applied to the budget figures for the number of 
working hours in the period. This factor affects the 
expected output and sales, and gives rise to calendar 
variances in the fixed overheads. The volume of 
output actually achieved sets the level of allowable 
expenditure on all items of variable overhead. The 
time of year determines the allowable expenditure 
in heating and lighting. 

These and other corrections are relatively simple 
to apply. The extent to which these flexible factors 
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in the budget are worth adjusting in the small business 
will depend, to some degree, upon the capabilities of 
the staff to understand and use the results. 

Product costs are compiled directly from the 
budget and specifications, formule or recipes. An 
hourly rate for each operation or process applied to 
all production gives a standard or “ planned ’”’ cost 
which is completely interlocking with the budget. 
There is no point in pursuing variations from stan- 
dards in order to compile an “ actual ”’ product cost. 
Over-all deviations can be applied to selling prices 
when modification is necessary. But the useful 
control lies in locating the losses to operations or 
processes at the time of occurrence, and not in 
carrying them through to distort the planned cost 
of the product. 


Conclusion 


Few managers run a business, however small, 
without an over-all budget in mind. There is always 
some general assessment of the position which shows 
a profit. What is needed is the application of a 
technique to reduce these plans to a concrete form of 
control. 

It may be felt that budgetary control as outlined 
here is too elaborate for the small concern. But the 
type of business must determine what is needed. A 
small firm on complex production needs budget 
plans which can cope adequately with that produc- 
tion. Once the prin¢iples are grasped, there is no 
difficulty in setting budgets, and relatively little work 
is involved in preparing statements beyond the 
normal requirements of accounting analysis. But 
the system used and the information issued must 
be selected to suit the personalities of the manage- 
ment as well as the methods of production. If a 
foreman does not work from a report, it is no use 
giving it to him. Yet if he is the type that likes 
such information, the pressure for it will probably 
come from him. 

The main principle to be stressed is that budgetary 
control operates on “exceptions.” A target is set 
and adjusted so as to provide as close an approxi- 
mation as possible to the expected actual figures. 
The statements are all designed to focus the atten- 
tion of those responsible upon the departures from 
these expected and permissible figures. 

All businesses must have budgetary control as a 
guide and a weapon. Without it there can be no 
really complete control over the financial results of 
production or trading. Consideration will surely 
show that accountants must be able to convince the 
“small ’’ man of his need of budgetary control, and 
that they must be able to offer their services in the 
installation and operation of an adequate system. 


The Minister of Education has appointed a Committee on 
Commercial Education to consider the provision which should 
be made for education for commerce and for the professions 
relating to it, and the respective contributions to be made 
thereto by universities and by colleges and departments of 
commerce in England and Wales. The Chairman of the 
Committee is Sir Alexander Carr-Saunders. Mr. F. R. M. de 
Paula, O.B.E., F.C.A., is a member. 
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Income Tax Act, 1945—Avoidance Provisions 


‘ By JAMES S. HEATON, A.S.A.A. 


Reading Section 59 of the Income Tax Act, 1945, 

we may say, with Bassanio : 
“ Here are a few of the unpleasant’st words 
That ever blotted paper!” 
Certainly, its provisions are as difficult as any in a 
difficult Act. 

It was inevitable that the introduction of important 
new reliefs should be accompanied by safeguards 
against abuse. On the one hand, there would be 
opportunities for inter-group sales or exchanges of 
assets, giving rise to allowances which could not be 
justified from the broader standpoint of the group as 
a whole. As the initial and annual allowances, includ- 
ing the increased wear and tear allowance, are in- 
tended to provide relief in respect of capital expendi- 
ture on extension and modernisation, domestic trans- 
actions which do not fulfil those objectives are 
reasonably excluded. On the other hand, transac- 
tions may occur between parties at arms’ length, or, 
at any rate, not so closely connected, which are 
designed so as to obtain maximum allowances. 
Further, transactions in plant are more vulnerable 
than those concerning industrial buildings as, in the 
latter case, the initial allowance is restricted to capital 
expenditure on construction, as distinct from expendi- 
ture on purchase. The initial allowance under 
Part II, however, arises on each sale of the plant and 
is based on the price paid. 


! Conditions Precedent 

In this context, sub-Section (1) indicates the type 
of transaction to which the Section applies. ‘Sale ”’ 
includes exchange, and a surrender of a lease 
for valuable consideration (Section 58(3)); and 
“ property,’’ used in a general sense, will include any 
asset dealt with under the Act, including those in 
respect of which a scientific research allowance has 
been granted. The transaction will cause the Section 
to be invoked, if : 

1. (a) the buyer is a body of persons over whom the 

seller has control, or 

(b) the seller is a body of persons over whom the 
buyer has control, or - 

(c) both the seller and the buyer are bodies of 
persons and some other person has control over 
both of them, or 

2. It appears that the sole or main benefit which might 
have been expected to accrue to all or any of the 
parties to the sale, or to transactions of which the 
sale is one, was the obtaining of a writing-off 
allowance, whether under the Act, wear and tear, 
obsolescence, exceptional depreciation, or scientific 
research. 

The expression “‘ body of persons’”’ is not defined, 
except that it is to include a partnership. “ Control ”’ 
implies, in relation to a body corporate, possession of 
preponderant powers, whether by shareholding, 


- direct or indirect voting rights, or by virtue of an 


instrument such as the articles; and, in relation to 
a partnership, the right to a share of more than one 
half of the assets or more than one half of the income 
(Section 68(1)). For example, the sale of a car by 


an individual to a company which he controls, or 
vice versa, would be covered, as well as transactions 
between a holding company and its subsidiaries, or 
between the subsidiaries. It should be remembered 
that control, in this context, is not concerned with the 
existence of a group for E.P.T. purposes, and the 
holding of a bare majority of voting rights would 
suffice. A sale between companies or partnerships, 
both of which were controlled by the same individual, 
would be covered. It does not seem, however, that 
a transaction between companies, both of which are 
controlled by a partnership, would fall within sub- 
Section (1) (a), unless one of the partners held more 
than a half of the capital, or the right to more than 
half of the income. The partnership, although a 
“ body of persons,’’ could presumably not be regarded 
as a “ person.” 

The condition precedent to the application of the 
Section under sub-Section (1) (a) relates, therefore, 
to the parties involved, and it is not necessary to 
enquire into the nature of the transaction. On the 
other hand, sub-Section (1) (b) will apply, irrespective 
of the parties, if the requirement as to main benefit is 
satisfied. A sale may well satisfy both requirements, 
and it will be seen later that this will have speci 
consequences. The phrase “main benefit”’ will 
long be remembered for its association with E.P.T., 
but it may be that interpretation in Section 59 will 
prove a little less troublesome. For one thing, the 
transaction to which the Section may apply will 
relate to the sale or purchase of a particular asset, 
the consequences of which may be more capable of 
measurement than intangibles which have been 
associated with Section 33 of the 1944 Act. Secondly, 
the main benefit is a positive one—that of obtaining 
an allowance. It seems that a transaction whose 
main benefit was the avoidance of a balancing charge 
under the Act would not enable the Revenue to act 
under sub-Section (1) (b). 


Sales Before Appointed Day 

This leads us to the question of dating. Does 
Section 59 apply to sales which take place before 
April 6, 1946? It seems clear that it may. The 
second proviso to sub-Section (3) makes an exception 
in relation to a certain kind of sale if this takes place 
before the appointed day, from which it may be 
reasonably inferred that other transactions, at least 
concerning plant, to which the specific exception 
does not apply, may be dealt with under Section 59. 
The view taken is that a sale of plant prior tothe 
appointed day, with a view to avoiding the balancing 
charge which would follow a sale on or after that date, 
could not be challenged, but only because of the 
negative nature of the expected benefit. Plant 
bought on exchange, or in substitution, may well be 
within the sub-section. 


Consequences of Application of Section 59 


These depend on whether or not the property is 
sold at the price which it would fetch in the open 
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market ; and also on whether the sale concerns plant 
or other property. If a sale of property other than 
plant takes place at open market price, e.g., an 
industrial building or a patent, it seems that Section 59 
is silent, and the provisions of the appropriate part 
of the Act will apply without alteration. Ifa sale of 
such property did not take place at open market 
price, the latter would be substituted for the actual 
price, and computations in relation to both parties 
made on that basis (sub-Section 2). A sale of plant 
at open market price, however, is not conclusive, 
and the procedure is as follows : 


1. In general, no initial allowance is granted to the 
buyer. , 


2. In dealing with the income tax of both parties 
the sale price may be ignored, and computations 
made as if the plant had been sold at the lower of the 
following amounts : 
~ (a) Open market price, or 

(b) “‘ Limit of re-charge ’’ on seller. 


The latter expression is defined in sub-Section (3) 
and means the cost of the plant to the seller. The 
meaning of the phrase is more easily understood when 
it is remembered that maximum balancing charges 
consist of withdrawing writing-off allowances pre- 
viously given, thus restoring original cost. A sale at 
a figure exceeding original cost is still regarded as 
intrinsically ‘“capital”’ in nature. The definition 
uses different wording to cover plant bought by 
the seller up to April 5, 1946, and thereafter. In the 
latter case the wording is appropriate to that used 
generally in the Act when dealing with purchase, 
ive., expenditure incurred on provision. This means 
that, under Section 66(1), contributions to the cost 
by way of subsidy are, in general, to be deducted 
from the gross cost. Where the seller had bought 
the plant before the appointed day, the wording is 
“actual cost to him,” of the plant. In view of 
Birmingham Corporation v. Barnes (19 T.C. 195), 
it seems likely that this would mean the gross cost, 


before deduction of subsidy. Where the sale con- 


cerns unused plant, and was made in the ordinary 
course of a business which wholly or partly comprises 
the manufacture or supply of plant of that class, the 
computations are to be based on open market price, 
without reference to the limit of re-charge. 


Cases in which Initial Allowance is Due 


There are important exceptions to the general rule 
enunciated above, that the purchaser of plant, under 
Section 59, is not entitled to the initial allowance. 
These exceptions are : 


1. Where sub-Section (1) (a) applies, the initial 
allowance may be claimed by the purchaser if the 
seller had acquired the plant on or after April 6, 1944. 
This is explained on reference to the proviso to 
Section 15(2). The purchaser on or after that date 
would qualify for the initial allowance, were it not 
for the fact that he has ceased to own the asset by the 
appointed day. It would seem hard to deny both 
parties the benefit of the allowance, so this is granted 
in such cases. It should be noted that sub-Section 
(1) (b) is not specifically excluded here, and the 
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allowance would apparently be dye if both (a) and 
(b) applied, but not if (b) only applied. 

2. The second exception is contained in the 
Finance Act, 1946, Section 34. The conditions 
precedent to the granting of an initial allowance 
are : 

(a) The sale must be within sub-Section (1) (a) 

only, and 

(b) An initial allowance must have been made to 

the seller of the plant when he bought it, and 

(c) A balancing charge on the seller is required 

on the occasion of the sale in question, and 

(d) The open market price must exceed 80 per cent. 

of the cost incurred by the seller when he bought 
the plant. 

The measure of the initial allowance, in such cases, 
is not the full 20 per cent. on cost, but is the lowest 
of the following three alternatives : 

(i) Excess of open market price at date of sale 
over 80 per cent. of limit of re-charge (as 
already defined). 

(ii) Initial allowance allowed to seller on his 
purchase. 

(iii) Amount on which a balancing charge is made 

on seller. 

When translated into figures, it will be seen that 
the broad effect of the exceptions is to allow to the 
purchaser such portion of the initial allowance 
granted to the seller as is wtthdrawn on the occasion 
of the sale. If we assume that a machine cost £1,000 
and that it is sold to a related concern after one year’s 
wear and tear (basic rate 10 per cent.), viz., £125, 
and initial allowance, £200, have been allowed 
(leaving written-down value £675), and that the open 
market value is {850 at the date of sale, then the 
three alternatives are : 


(i) £850 —- 80 per cent. of £1,000=£50. 
(ii) £200. 
(iii) £850 —- {675={£175. 
The initial allowance will be on £50. Against allow- 
ances to the seller of £325, £175 is withdrawn by 


balancing charge, leaving £150, and the {£50 allowed . 


to the buyer restores the £200, which was the amount 
of the initial allowance on original purchase. Using 
the same figures, except that open market value is 
assumed to be £1,200, the alternatives would be : 
(i) £1,200 - 80 per cent. of £1,000=£400. 

(ii) £200. 

(iii) £1,000 — £675=£325. 
All allowances to the seller are withdrawn by the 
balancing charge, and the allowance of the full amount 
of initial allowance originally granted to the seller 


restores that amount, so that for the two owners the - 


£200 allowance has been allowed once. The third 
alternative. could be effective where the balancing 
charge is dealt with on renewal under Section 18. 


Option to Mitigate Effect of Section 
On written application of both parties to the sale, 
the full consequences of a sale may be avoided, if 
the case is within sub-Section (1) (a) only. In 
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general terms, the effect is that the property is 
deemed to have been sold at its written-down value, 
and, on a subsequent sale, a balancing charge is to be 
made as if the property were still held by the previous 
owner. In other words, the broad effect is to restore 
the status quo, so that annual allowances and sub- 
sequent balancing charge are to be made as if the sale 
in question had not taken place. Thus, in the case of 
the sale of an industrial building to a related concern, 
the residue of expenditure on the construction of that 
building immediately before the sale (as defined in 
Section 4) would be substituted for the sale price, 
whether or not that coincided with the open market 
’ price. Where the open market price exceeded the 
residue of expenditure, a balancing charge would 
have been made, and the purchaser’s only remedy 


Social Accounting in Holland 


By RICHARD STONE 
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would have been to write off the residue of expenditure 
immediately after the sale, over the remainder of the 
fifty-year period following first use of the building. 
If election is made, no balancing charge will arise, 
and the purchaser will continue to receive the same 
annual allowance as had been granted to the seller. 
Similar consequences ensue on the sale of other types 
of property, such as plant, mining assets, or patents, 
the technical definition of “written-down value” 
being expressed in each case so as to coincide with the 
wording used to convey that expression in the various 
parts of the Act. In computing written-down value, 
however, provisional exceptional depreciation allow- 
ances are to be ignored, as the sale will provide the 
occasion for computing the actual amount due under 
that heading. 


(Director, Department of Applied Economics, University of Cambridge) > 


Experience in this country in war-time has shown 
the value of a comprehensive statistical picture covering 
the national economy and its parts. Such a picture 
has been developed in the annual Budget White Papers 
on the national income and expenditure. The White 
Paper on employment policy foreshadowed the need for 
similar information in peace-time and drew attention 
in the chapter on the policy in practice to various ways 
in which the existing statistical information needed to 
be extended in the interests of employment policy. 

A parallel development has taken place recently in the 
Netherlands and in some respects more progress has 
been made there than here. In recent months there 
was set up a government agency known as the Central 
Planning Office, the object of which is not to plan in the 
sense of direct or control the economic life of the country 
in detail, but to prepare at regular intervals a co- 
ordinated statistical statement of the potentialities of 
the Netherlands economy and the probable course over 
the near future of its component parts. The first of such 
statistical statements showing what are believed to be 
desirable and practicable objectives for 1946 appeared 
last April in a document accompanying the Netherlands 


Budget,' the essentials of which are reproduced in the 
tables set out below, together with comparative figures 
for 1938. In this way the broad outcome of government 
policy in the economic sphere can be seen in quantitative 
terms and the public is provided with a helpful frame- 
work within which to organise its own individual 
activities. 

The abridged national Budget for 1946 is set out in the 
form of five interrelated accounts for the four principal 
sectors of the Netherlands economy and the rest of the 
world. As shown here the accounts are in an adjusted 
form, that is to say there are no gaps indicating the 
difference between the levels aimed at and those likely 
to be realised in the absence of government policies of 
adjustment. It is in terms of the levels to be expected 
in the absence of such policies and the position shown 
here that the actual policy decisions are explained and 
justified. . 

1A revised form of this appeared in Eerste Nota Over Het 
Nationaal Welvaartsplan 1946, issued by the Centraal 
Planbureau i.o., ’S-Gravenhage, Algemeene Landsdrukkerij, 
May, 1946. The figures for each year are in terms of prices 
current in the period. 


ABRIDGED NATIONAL BUDGET, 1946? 
(milliards of guilders) 


I—PERSONAL SECTOR (including insurance companies) 


1938 1946 


(a) Productive income disbursed by businesses 


(IIg)... 4.1 6.1 

(b) Productive income disbursed by public 
authorities (IIIf) . 0.6 1.4 
(c) Transfer payments ‘(IIIg)... ment ik 0.3 1.1 
Total receipts ne ae 5.0 8.6 


(d) Consumers’ expenditure (ta) 
(e) Taxes (IIIa) “aa 
(f) Saving (B, IVa) 


Total payments 


2 Op. cit., pp. 42-43. After each item there is a reference to the counter item. The letter B indicates a balancing item. 
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II—Busingss SEcror (including public authority enterprises and reconstruction) 
1938 1946 1938 1946 
(a) Sales to persons (Id) oe, Cm 6.3 (g) Remuneration of factors of production 
(b)’ Sales to public authorities® (IIIe) 5a) 2) OS 1.6 (Ia) ... 41 6.1 
(c) Sales to other parts of the business sector (hk) Purchases from other parts of business 
(ITh) 1.0 2.9 sector (IIc)— 
‘? Sales to the ‘outside world d (exports) (Ve) 1.8 1.0 1. .Net capital formation uy 2.0 
Subsidies (IITh) ... 0.1 0.1 2. Replacements 0.4 0.9 
( “ Borrowing (B, IVc) oc} | 1.4 (é) vorts) (Va) from the outside world (im. 36 ‘ 
() axes (II ttt) ie Te 05 Ll 
(Rk) Other — to the "public sector 
. (IIIc) - 0.4 0.4 
Total receipts... de  O1GS 13.3 Total payments 7.7 13.3 


8These sales comprise in each year respectively 0.4 and 1.3 milliard guild 


ers of current goods and services plus 0.1 and 


0.3 milliard guilders of replacements on public authority account. 
III—Pustic Sector (excluding public authority enterprises and reconstruction) 


1938 1946 1938 1946 
(a) Taxes paid by persons (Ie) 0.4 1.2 (e) Purchases from businesses (IIb) .. Fi 0.5 1.6 

(b) Taxes paid by businesses (IIj) ... 0.5 1.1 (f) Remuneration of factors of production 
c) Other receipts from businesses (ik) 0.4 0.4 (Ib) .. re 0.6 1.4 
d) Borrowing (B, IVd) 0.2 1.5 (g) Transfer payments ‘(Ic) aie ne 0.3 1.1 
(kh) Subsidies paid to businesses (IIe) sn 0.1 
Total receipts To Totalpayments ... ... 15 4.2 
et el ee Cane 

IV—CaPITAL MARKET - 
; 1938 1946 1938 1946 
(a) Personal saving (If) 0.6 1.1 (c) Loans to businesses (ITf) .. — is 1.4 
(b) Sale of assets to and borrowing from (ad) Loans to public authorities (IIId) i 1.5 
abroad (Vd) __—_-... — 1.8 (e) Loans to the outside world (Vb) aa ae ~- 
Total receipts... —— 2.9 Total payments ... ean « OS 2.9 
—— Se eh —_— 
V—OvTSIDE WoRLD 

1938 1946 1938 1946 

(a) Sales to the Netherlands economy (Ili) . 1.7 2.8 (c) Purchases from the Netherlands planed 

(b) Borrowing from the Netherlands economy (IId) 1.8 1.0 

(IVe) ai ose Kos wes o 0.1 — (d@) Loans to “the Netherlands economy 
(B, IVb)... -= 1.8 
Total receipts see oes 1.8 2.8 Total payments ... se 1.8 2.8 


These tables are based on the statistical national 
book-keeping system recently developed at the Central 
Statistical Office at The Hague. An account of this 
system in English is given in Occasional Paper X 
entitled A System of National Book-keeping Illustrated by 
the experience of the Netherlands Economy (1946), by 
Professor J. B. D. Derksen, issued by the National 
Institute of Economic and Social Research, London. 
The publisher is the Cambridge University Press. 
Starting with 1938 as a firm basis and with rougher 
figures for the war years, an estimate was made of 
the potential national income of 1946. Incomes 


generated in the government sector were based on the 
public accounts, while those generated in the business 
sector were estimated principally on the basis of changes 
as compared with 1938 in the size of the labour force, 


the rate of employment, labour productivity and the 
price level. Prices are estimated to be about 80 per 
cent. above the level of 1938, the amount of employment 
which it is hoped to achieve is slightly larger than before 
the war, but the productivity of labour is believed to 
be on the average only about four-fifths of the pre-war ~ 
level. Thus, the total of incomes generated in the 
business sector which can be achieved this year is 
estimated at about 83 per cent. of the pre-war level in 
terms of constant prices, though in current prices it is 
approximately 50 per cent. above the level of 1938. 

Out of this reduced total in real terms of non- 
governmental production large sums are required for 


* More recent investigations indicate that this figure ma 
well be an overestimate. , 


= 
i. 
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the replacement of houses. and industrial equipment 
destroyed or removed in war-time and for the recon- 
ditioning of flooded areas and other capital works. At 
the same time there is a pressing need to raise the level 
of current consumption, which is low compared with 
the position before the war. It is proposed, however, 
that capital equipment shall come first and that con- 
siderable sums shall be borrowed from abroad to enable 
this work to be carried out speedily. For the time being 
food consumption will not be increased and the expansion 
of consumers’ durable goods will be small. Saving and 


TAXATION 


Continuing our survey of the new double taxation 
agreements, it is well to clear the air by summarising 
certain terms used. ~ ' 

“United Kingdom” means Great Britain and 
Northern Ireland, excluding the Channel Islands and 
the Isle of Man (as these have their own fiscal laws). 

“‘ United States Corporation’ means a corporation, 
association or other like entity created or organised in 
or under the laws of the U.S.A. In this article the word 
“company ”’ is used for simplicity. 

“United Kingdom Corporation ’’ means any kind of 
juridical person created under the laws of the U.K. © 

** Resident of the United Kingdom,” as used in the 
U.S.A. Agreement, means any person (other than a 
citizen of the U.S.A. or a U.S. corporation) who is 
resident in the U.K. for the purposes of U.K. tax and 
not resident in the U.S.A. for the purposes of U.S. tax. 
A corporation is regarded as resident in the U.K. if its 
business is managed and controlled in the U.K. “ Resi- 
dent of Canada” is similarly defined, omitting the 
words in brackets. 

“‘ Resident of the United States’’ means any individual 
who is resident in the U.S.A. for the purposes of U.S. 
tax and not resident in the U.K. for the purposes of 
U.K. tax, and any U.S. corporation and any partnership 
created or organised in or under the laws of the U.S.A., 
being a corporation or partnership which is not resident 
in the U.K. for the purposes of U.K. tax. 

“United Kingdom enterprise’ means an industrial 
or commercial enterprise or undertaking carried on by a 
resident of the U.K. ‘“‘ United States enterprise ”’ and 
“‘Canadian enterprise”’ are similarly defined mutatis 
mutandis. 

“‘ Permanent establishment ’’ means a branch, man- 
agement, factory or other fixed place of business, but 
does not include an agency unless the agent has, and 
habitually exercises, a general authority to negotiate 
and conclude contracts on behalf of the enterprise or has 
a stock of merchandise from which he regularly fills 
orders on its behalf. Carrying on business dealings 
through a bona fide commission agent, broker or custo- 
dian acting in the ordinary course of business as such 
does not constitute a permanent establishment. Nor 
does, of itself, the maintenance of a fixed place of business 
exclusively for the purchase of goods or merchandise. 
The fact that a corporation of one country has a subsid- 
iary corporation which is, in the case of the U.S.A., a 
corporation of the other, and in the case of Canada, 
a resident of the other, or which is engaged in trade or 
business in the other country (whether through a per- 
manent establishment or otherwise) does not of itself 
constitute the subsidiary a permanent establishment 
of the parent corporation. 


Industrial or Commercial Profits 
Income accruing to a U.K. enterprise under the head- 
ing of industrial or commercial profits is exempted from 


taxation will have to be maintained at a higher level 
than is usual in pedce-time if the reconstruction policy 
is to be carried out. The pressure to spend is, however, 
very strong at the present time. 

The forecast will be followed in due course by ex post 
estimates of all the items set out above and in this way 
an indication will be obtained in quantitative terms of 
the extent to which the reconstruction aims have been 
realised. The process is a continuing one, and a new 
national budget will be prepared next year adjusted in 
the light of the actual out-turn in 1946. 


Double Taxation Relief—III - 


tax in thé other country (whether U.S.A. or Canada), 
unless the enterprise is engaged in business in that other 
country through a permanent establishment, in which 
case the profits of that establishment may be taxed 
there. The same relief works the other way round, save 
that it does not prevent the U.K. charging E.P.T. and 
N.D.C. in the case of interconnected companies. 

The profits of a permanent establishment are (a) in 
the U.S.A. agreement the whole profits from sources 
within the country involved, (b) in the case of Canada, 
the profits attributable to it. 

The profits of the permanent establishment are to be 
arrived at by reference to the profits that might be 
expected if it were independent and dealing at arm’s 
length with the enterprise of which it is a branch, etc. 
No profits are deemed to arise merely from buying 
within the country. 

In the Canadian agreement, dividends, interest, rents 
or royalties, management charges or remuneration for 
— are excluded from the industrial or commercial 
profits. 

If a U.K. resident company derives income from 
Canada, the latter will not levy dividend tax nor tax on 
undistributed profits; the U.S.A. agreement exempts 
dividends unless the recipient is a citizen of or resident 
in the U.S.A. or is a U.S. corporation, and exempts a 
U.K. corporation from tax on undistributed profits if 
U.K. residents control over 50 per cent. of the entire 
voting power. ‘ 

Where, owing to participation in management, con- 
trol or capital, a U.K. company trades with a concern 
in the other country on conditions that would not apply 
to an independent enterprise, profits can (for tax pur- 
poses) be included as if the conditions did not apply. 

No U.S. tax on accumulated or undistributed profits 
is chargeable on a U.K. company if U.K. residents 
control more than half its voting power throughout the 
last half of the tax year. 


Profits from Ships and Aircraft 

Profits from ships and aircraft are not to be doubly 
taxed. In the Canadian agreement, a resident of one 
country escapes tax in the other for all profits under 
this heading; in the U.S.A. agreement, a resident of 
or a company of one country escapes tax in the other 
in respect of profits from operating ships documented 
or aircraft registered under the laws of the country of 
residence, etc. A citizen of the U.S.A. resident in the 
U.K. is not exempted from U.S. tax, but a U.S. citizen 
not resident in the U.K. is exempted from U.K. tax. 


Tax on Dividends 

U.S.A. tax on dividends derived from a U.S. company 
by a U.K. resident, liable to U.K. tax and not engaged 
in business in the U.S.A., is not to exceed 15 per cent. 
(5 per cent. if the resident is a company controlling at 
least 95 per cent. of the entire voting power of the 
company paying the dividend, provided not more than 
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25 per cent. of the gross income of the paying company 
comes from interest and dividends from other than its 
own subsidiaries ; the reduction does not apply if there 
is an arranged relationship simply to get such reduction.) 
Canadian tax on income (other than earned) derived 
from Canada by a U.K. resident not trading in Canada 
through a permanent establishment is not to exceed 
15 per cent. The dividends paid to a U.K. resident 
company by a wholly owned Canadian subsidiary are 
exempt from Canadian tax unless more than 25 per cent. 
of the subsidiary’s income comes from interest and 
dividends from other than its own subsidiaries. 


Interest 

Interest from U.S: sources received by a U.K. resident 
not trading in the U.S.A. escapes U.S. tax. The exemp- 
tion does not apply where the payment is by a U.S. 
company to a U.K. resident company controlling more 
than 50 per cent. votes in the U.S. company. The same 
applies in reverse. 

There is no comparable provision in the Canadian 
agreement. Such interest will attract Canadian tax at 
15 per cent., and be allowed as a deduction in computing 
profits. U.K. payments of interest are, of course, taxed 
at source. 


Royalties (other than Mineral) 

U.K. residents pay U.K. tax only on royalties (including 
motion picture film rentals) from the U.S.A., unless trading 
there. The Canadian exemption does not go so far, 
applying only to royalties on literary, dramatic, musical 
or artistic work ; other royalties are treated in the same 
way as interest (see last paragraph). 


Royalties from Mines, Quarries, or other 
Extraction of Natural Resources 

These, and rentals from land in the U.S.A., received 
by a U.K. resident not trading in the U.S.A., are not to 
be taxed in the U.S.A. above 15 per cent., but the 
recipient can claim to be assessed as if trading in the 
U.S.A. The reciprocal relief here is exemption from 
surtax. 

In the Canadian agreement there is no counterpart ; 
and the royalties are treated as explained above under 
“‘ interest.” 


State Salaries, etc., and Pensions 

These, if paid by the U.S. Government to an indi- 
vidual (other than a British subject who is not also a 
U.S. citizen) for government services, are exempt from 
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U.K. tax. This applies in reverse. The exemption does 
not apply to business salaries, etc. 

Similar remuneration paid by the Canadian Govern- 
ment is exempt from U.K. tax if the individual is not 
ordinarily resident in the U.K. or is ordinarily resident 
there solely for the purpose of rendering the services. 
Pensions so paid are exempt if the recipient would have 
come within the exemption for the salary. These work 
in reverse. 


Personal Services 

Profits and remuneration for personal (including 
professional) services in the U.S.A. or Canada of a U. K. 
resident escape local tax if— 

(a) the recipient was not present there for more than 

183 days in the year, and 

(b) the services were performed for a U.K. resident. 
This also works in reverse. 

This does not include public entertainers in the case 
of Canada. 


Pensions 

Pensions (other than state pensions—see above) and 
life annuities payable from U.S .fsources to a U.K. resident 
escape U.S. tax. The same applies to Canadian pensions, 
and, in each case, in reverse. 


Capital Profits 

A U.K. resident is exempt from the U.S. tax on capital 
gains. 
Teachers 

A professor or a teacher who visits U.S.A. or Canada 
for teaching for a period not exceeding two years escapes 
the local tax on his remuneration ; and visiting students 
and business apprentices receiving full-time education 
or training are exempted. 


Tax Credits 

So far, we have been examining cases of exemption or 
reduction of tax. It is now necessary to look at the cases 
where there is a tax liability in both the countries 
involved. 

Relief is given in the U.K. by allowing the U.S.A. or 
Canadian tax as a credit against the U.K. tax, according 
to the statutory provisions explained in the August 
issue. The credit for U.S. or Canadian tax must take 
into account not only U.S. or Canadian tax. deducted 
from ordinary (or the participating part of preference) 


dividends, but also U.S. or Canadian tax imposed on the 


company’s profits. 


Taxation Notes. 


Sur-Tax : 

The sur-tax assessments now being issued are for 
1945-46, for which the rates are those which have been 
in force since 1939-40. The new rates enacted in the 
Finance (No. 2) Act, 1939, are for 1946-47. This depar- 
ture from the established practice of fixing the rates in 
arrear might be confusing. 


Iron Mines—E.P.T. Percentage Rates 

By direction of the Board of Referees, the percentage 
rates prescribed by Section 27 of the Finance Act, 
1940, and the statutory percentages prescribed by 
Sub-Section (9) of Section 13 of the Finance (No. 2) 
Act, 1939, are increased by 1} per cent. for trades and 
businesses getting iron ore from mines or other natural 
sources in the United Kingdom. 


Visitors 
Now that foreign visitors are more numerous, 


accountants find themselves consulted as to the 
peculiarities of the income tax laws regarding liability 
in this country. It is easy to give the wrong answer, 
and the following notes may be opportune. 

The opening principle must always be that a person 
resident in the U.K. is liable on the whole of his income, 
no matter where it arises, though the basis of assessment 
of foreign income varies according to whether he is 
domiciled here, or, if a British subject, ordinarily resident 
here. A non-resident is liable only on income arising 
here. , 

Residence is a question of fact, dependent on all the 
surrounding factors, of which physical presence and 
intention are the most important. The “six months 
rule’ is often quoted wrongly ; it is, briefly, this : 

(a) If a person is in the U.K. for a temporary purpose 

only and not with a view or intent of establishing 
his residence therein, and 
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(6) If he has not actually resided in the U.K. for an 
aggregate period of six months in the year of 
assessment, 

then he escapes tax under Sch. D on foreign income as a 

resident. 

But if he maintains a place of abode in the U.K. 
available for his use, he is ed as resident in any 
year in which he sets foot in the U.K. And if he makes 
regular visits, whether he has an abode available or not, 
year by year, for a substantial period in each year, 
indicating a habit, he will be regarded as resident. 
Anything over three months is regarded as substantial, 
and he will be regarded as resident after four such years, 
or at once if there is evidence that regular visits are to 
be paid. 

A person becoming technically resident will, if not 
domiciled here, or (being a British subject) not ordinarily 
resident here, is assessable on foreign securities and 
possessions (Cases IV and V, Sch. D) on the remittances 
basis. If remittances can be clearly shown to be capital, 
they do, of course, escape tax. 

A wife living in the U.K. is not taxed on remittances 
from her husband’s foreign pay or profits unless he visits 
the U.K. in the year and becomes technically resident. 
She will, while resident, be liable on remittances from 
investments, etc., of her own, and of her husband’s 
(in the latter case as his agent and without allowances). 
She may claim separate assessment as a feme sole on 
her own income. This position may arise where children 
are brought over here for educational purposes. 

It is understood that the wife’s claim to be treated 
as a feme sole is not prejudiced by a visit from the 
husband unless he becomes technically resident. 

Finally, it is well to remember that a non-resident is 
not entitled to allowances unless he is a British subject 
or within one of the other limited categories mentioned 
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in Section 24, Finance Act, 1920, in which case he can 
recover any tax suffered in excess of the proportion of 
the tax which would be payable were his total income 
liable here, that his income liable here bears to his total 
income. 

Illustration.—Non-resident British subject, 1946/47 : 


Foreign salary .. --- £1,200 
Foreign investment income, less charges 400 
3} per cent. War Loan . 200 
—— 1,800 
U.K. Investment income 600 
2,400 
Notional Allowances: E.I.A. be _ £150 
i Ye eve 180 
Children (2) .. Jag 100 
—- 430 
£1,970 
£50 at 3s. ... gon on 10 0 
75 at 6s. ... ~ es 10 0 
1,845 at 9s. ... <n .. 890 § 0 
Notional liability ... . 860 5 0 


600 . £860 5s. 0d. = £215 1 3 


Liability on U.K. income 5400 


Tax deducted from U.K. income, £600 at 9s. 270 0 0 
Repayment £54 18 9 


This, it will be seen, is made up of — 
Tax on allowances: {430 at Qs., 
£75 at 3s, ; {50 at 6s.= {219 15s. Od. 


600 
600, £219 15s. Od. = £54 18s. 9d. 
2400 * * £ 


Recent Tax Cases 
By W. B. COWCHER, 0.B.E., B.Litt., Barrister-at-Law 


Schedule D—Case I—Finance company dealing in stocks 
and shares and acquiring, developing, and turning to 
account gold-mining concessions—Transfers of developed 
concessions to other companies in consideration of allot- 
ment of shares therein—Whether taxable profit obtained at 
time of transfer or only when shares sold. 

The case of Gold Coast Selection Trust, Lid. v. 
Humphrey (K.B.D., May 15, 1946, T.R. 201) arose in 
connection with financial transactions of a very common 
type. The trust was a finance company dealing in 
stocks and shares and, in addition, it acquired, developed 
and turned to account gold-mining concessions. Its 
procedure was to acquire mining rights over an area 
and to expend money, often very large sums, with a 
view to proving the presence of gold in quantities 
justifying commercial exploitation. In the event of 
success, it then floated a company with adequate capital 
and transferred to it the proved mine in consideration 
of the allotment to it of fully-paid shares. Two of its 
transactions, somewhat different in their types, were 
considered by the Court. In the first case a concession 
was sold to a company promoted by the trust and here 
called ‘‘ Marlu.’”’ Development had cost the trust 
£107,000 and the price of transfer to Marlu was £800,000 
satisfied by the allotment to the trust of 3,200,000 shares 
of 5s. each. In the other transaction, where the Crown 
was the appellant, the trust had held a large block of 
shares in a company called Aufargah. This company 
had an interest in a concession; and it had become 
important for another company, Ariston Gold Mines 


(1929), Ltd., to acquire that interest. So it was trans- 
ferred to the latter in consideration for the allotment 
to Aufargah of a large block of Ariston fully-paid shares. 
The Aufargah company was then wound up and the 
Ariston shares distributed to its shareholders in specie, 
the trust, in effect, exchanging its interest in the former 
for one in the latter. 

The Special Commissioners had held that the Marlu 
shares in question constituted a trading receipt at the 
date of allotment and the value thereof they had found 
to be par. Wrottesley, J., upheld their decision. As 
regards the Ariston shares, the judgment does not 
disclose the precise view taken by the Special Commis- 
sioners ; but their finding was reversed, following Royal 
Insurance Co. v. Stephen (1928, 7 A.T.C. 307, 14 T.C. 
22); and the matter was referred back to them on the 
basis that the transaction was to be treated as the 
realisation of a trading asset. 

Counsel for the trust apparently put forward a 
number of contentions regarding the Marlu transaction. 
He conceded that, in view of the Californian Copper 
case (1904, 5 T.C. 159), if the Marlu shares could be 
valued and the valuation showed a profit it would be 
taxable. He claimed, however, that the Special Com- 
missioners in putting a par valuation on these shares 
had not made a real valuation and that, if they could 
not be valued, there was no taxable profit. To this 


argument the judge replied that if the shares could be 
valued and the Special Commissioners had not done this 
_ they must be instructed to do it. 


Whether or not 
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valuation was possible depended on the evidence and, as 
to this, he referred to Lace Proprietary Mines, Lid. v. 
Commissioner for Inland Revenue (1938, S. Africa, App. 
Div. 267), where an exactly similar problem had to be 
dealt with, and to John Emery & Sons v. C.I.R. ((1937), 
A.C. 91, 20 T.C. 213). He held that the shares were 
marketable ‘‘ provided that you went to the right place 
to do it, and if it ‘were necessary to be done,”’ and that 
the Special Commissioners had in their finding showed 
that their inference was based on the facts and was 
therefore one which no court of law could possibly 
challenge. 

The problem of the Marlu shares was that of valuing 
an unmarketable quantity, one which is a day-to-day 
matter in connection with Estate Duties, and there are 
recognised Stock Exchange methods for disposing of 
such holdings. The position was summed up, admir- 
ably, by Stratford, C.J., in the Lace Proprietary case : 

“‘ The value of the shares on November 29 must, of 
course, be ascertained by inquiring what price could 
have been obtained for them, by adopting some 
reasonable method of sale on that date. To throw the 
whole 1,000,000 shares on the Johannesburg market 
on a given date would obviously be the worst possible 
way of gauging their value. Both commonsense and 
the evidence suggest that the quotation would become 
fictitious or nil long before the major portion of the 
shares were sold. . But there are obviously other 

_ methods of effecting a selling of shares wholesale than 
of throwing them all on the open market. What has 
to be looked for is a person who is willing to buy 
wholesale at a price under the retail price of the Stock 

Exchange quotation. He would get his profit over 

a period by retail sales.” 

In the case of certain types of company the trade of 
dealing in investments is regarded for income-tax pur- 
poses as subject to rules different from those applicable 
generally. This is exemplified in the quotation in the 
judgment of Wrottesley, J., from that of Rowlatt, J., 
in Royal Insurance Company v. Stephen : 

““ While an investment is going up or down, for 
income-tax pu the company cannot take any 
notice of fluctuations, but it has to take notice of them 
when all that state of affairs comes to an end,” 

i.e., when the investment is realised. This view seems 

to have been accepted in the Royal Insurance case as 
self-evident ; but, so far as the present writer is aware, 
there is nothing in income-tax law requiring a different 
basis of valuation for the stock-in-trade of any dealer 
in investments from that applicable to, say, the stock 

of a dealer in cattle. This unity of principle, a 

in relation to a different question, was r 

obiter dictum of the late Lord Atkin in F.P.H. cin 

Trust, Lid. v. C.I.R. ((1944), A.C. 285, 26 T.C. 131), 

“‘ it would seem difficult to distinguish between the 
purchase of a share cum dividend and the purchase 
of a cow in calf.” 


Excess Profits Tax—Borrowed money as capital—Housing 
society incorporated for purpose om acquiring and developing 
land under the Housing (Financial Provisions) Act, 1933 
—Estates of working-class houses built and managed by 
_ society—Whether business consisting wholly or mainly in 
the dealing in or holding of investments—F.A., 1941, 
Section 29. 

In C.I.R. v. 1933 Housing Society, Lid. (K.B.D., 
May 31, 1946, T.R. 241), the question was the nature of 
the society’s undertaking. It had been incorporated 


in 1933 with the main object of acquiring and developing 
land under the Housing (Financial Provisions) Act, 
1933, to provide, manage, 


etc., houses for the working- 
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classes. and others. Its dividend was limited to a rate 
prescribed by the Treasury, and during the relevant 
period this was 5 per cent. No individual member’s 
holding could exceed £200. The issued capital was 
£1,007, and there was £8,360 of loan stock with interest 
similarly limited. It had also borrowed about £350,000 
from building societies and one local authority, and the 
mortgage interest payable was similarly restricted. In 
a winding-up no member was entitled to anything 
beyond his share or loan capital plus accrued interest. 
The society was a public utility society within Section 
125 of the Housing Act, 1925, and a Housing Asso- 
ciation within Section 188 of the Housing Act, 1936. 
The society owned a number of estates of working-class 
houses which it had built and the estates were managed 
upon what is known as the Octavia Hill system. Con- 
tinued ownership was necessary in order to maintain 
the society’s minimum rent policy. In 1939, the Registrar 
of Friendly Societies had under Section 10 of the Pre- 
vention of Frauds (Investments) Act, 1939, approved 
the continued registration of the society under the 
Industrial and Provident Societies Acts. 

An assessment to E.P.T. had been made upon the 
footing that the society was ing on a business 
which fell within Section 29 (6) (a) of F.A., 1941, as being 
one consisting ‘“‘ wholly or mainly in the dealing in or 
holding of investments” with the result that borrowed 
money had to be deducted in the computation of capital. 
The General Commissioners had decided against this 
contention, and, as liability depended upon the con- 
trary view, discharged the assessments. Atkinson, J., 
affirmed their decision. 

The following extract from his judgment appears to 
be lucid and convincing, 4nd so applicable generally 
that it is worth quoting im extenso : 

“I should have thought an expression that 
Mr. Jenkins ’—counsel for the Crown—“ used put 
the reason for this exception in a nutshell. He said 
the object of Section 29 was obviously for the 
purpose of encouraging production. It seems to 
me that that is the true view, and that a company 
which was carrying on a business which consisted 
wholly or mainly of dealing in investments or 
holding investments was producing nothing. I 
imagine the legislature could not see why they 
should give facilities to a company to borrow 
money for the purpose of buying shares in the hope 
they would go up, doing nobody but themselves any 
good whatever, or in buying up land and holding 
it for an accretion. . . . Transactions of that sort 
were of no value to the State as a whole. By 
contrast with that, people who were producing 
something, and borrowed money for the purpose 

. were doing something which was obviously for 
the national good, and ought to be encouraged. I 
should have thought that was the plain distinction 
between the two classes of operation.” 

Upon this footing, the Revenue obviously had no . 
case. A word of caution would, however, seem to be 
necessary as regards these judicial observations. E.P.T. 
is a tax of limited duration ; and it is from this stand- 
point that they must be considered. It would be quite 
unreasonable to suggest—taking the long view—that 
investment trust companies and finance houses serve 
no useful purpose in the economic life of the country, 
or—taking the broadest view of the word—that they 
do not “ produce.” Few with knowledge of modern 
finance would go so far. 


Income Tax—NMills, factories or other similar premises— 
Brickworks held on leases under which lessees responsible 
for the whole burden of depreciation and obsolescence— 
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i of allowance to lessees—Finance Act, 1937, Section 
1 

Sussex and Dorking United Brick Companies, Lid. v. 
Jeaves (K.B.D., May 16, 1945, T.R. 245) will be one of 
those cases with which the ingenious in tax matters 
salve their consciences. Section 15 of F.A., 1937, 
doomed to extinction by Section 7 of the Income Tax 
Act, 1945, was a section which consolidated and revised 
the rules governing the allowance for depreciation of 
mills, factories, and similar premises. Its main object 
was, apparently, to make administration more simple ; 
but it is difficult to understand how it survived the legal 
scrutiny to which it was presumably submitted. It 
divided premises into two classes, viz., those assessed 
under the general rule, No. 1 of Schedule A., but exclud- 
ing electricity works and brickworks ; and those outside 
this category, which would comprise electricity works 
and brickworks, all premises out of the United Kingdom 
and all the concerns within No. III of Schedule A., 
i.e., Quarries, mines, railways, etc. The first class was 
to be given an allowance based upon the Schedule A. 
allowance for repairs or a fraction of the rating value, 
whichever was the less, whilst in the second class the 
allowance was to be based upon “‘ one per cent. of the 
actual cost to the person carrying on the trade of any 
building ’’ complying with the conditions laid down. In 
effect, whilst acquisition other than by purchase, e.g., 
by inheritance, was no bar to allowance for the first 
class, it was made so for the second class, and in law, 
at any rate, the latter was deprived of the allowance 
to which it had been previously entitled. But, during 
the passage of the 1937 Bill through Parliament, a new 
sub-section (5) was inserted, whereby— 

“‘ A person occupying any premises as the tenant 
thereof shall be treated for the purposes of this 
section as if he were the owner thereof if. . . the 
whole of the burden of _ any depreciation of the 
premises falls upon him.” 

and it was this sub-section which fell to be interpreted 
in relation to premises subjected to the limitations of 
the second class. 

The Sussex Brick Company, Ltd., a public company, 
some years ago acquired all the shares of the Dorking 
Brick Company, Ltd., an older private company. 
Both companies operated brickworks, but had different 
commercial policies. Owing to war conditions, it was 
resolved to unify the two businesses, and the appellant 
company was formed as a private company to operate 
them. All the shares were allotted to the Sussex and 
Dorking companies, which then became holding com- 
panies. In effect, the Sussex company owned the whole 
undertaking ; and the leases to the appellant company 
were deliberately framed with a view to preserving the 
mills, factories, etc., allowances previously given. The 
only ‘question before the Court was the quantum of the 
allowance to a lessee of brickworks entitled to the 
benefit of sub-section (5). The obvious answer was the 
Revenue view, viz., one per cent. upon what the lessee 
had spent. For the company, it was urged that under 
sub-section (5) there had to be ascertained how much 
the owner of the premises would have been allowed had 
he been carrying on the business and then treat the 
tenant, the appellant company, as if it were the owner, 
giving it that allowance, a solution which avoided making 
sub-section (5) nonsense. The Special Commissioners 
had decided in favour of the Crown; and Wrottesley, 
J., affirmed their decision. In doing so, he said : 

“I have asked whether there is any reason or 
sense in this. I cannot find any; but that is not 
my business.” 

It is unfortunate that the amount involved hardly 
warranted the case going further. - 


Excess Profits Tax—Main benefit—A voidance or reduction 
of liability—Admission of new partner as working pro- 


prietor—Hairdressing and tobacconists’ Seuslenay ties 


—F.A., 1941, Section 35, F.A., 1944, Section 33. 


In E. V. Saxton and Sons v. C.I.R. (K.B.D., June 4, 
1946, T.R. 261), a hairdressing and tobacco business, 
the latter mainly wholesale, was carried on by three 
brothers. The eldest brother had a son who joined the 
firm in April, 1941, when he left school at the age of 
164. The two younger brothers had joined the armed 
forces when, on September 25, 1942, the son was made 
a partner and became entitled to 6 per cent. of the 
profits. He was allowed to draw on account of profits 
£156 per annum. If his share was less than this he had 
to refund the difference, whilst if it were more the 
surplus had to remain with the firm until his capital 
was {650. Before he became a partner he was paid 
£3 per week. “The father’s evidence had been accepted 
by the Special Commissioners to the effect that he had 
always wanted his son to be a partner, and that very 
little knowledge was required. He stressed, inter alia, 
the necessity of a working partner being available in 
the event of his own absence in order to protect the 
goodwill. The firm’s professional accountant had also 
given evidence much to the same effect, viz., that in 
his opinion the goodwill would have suffered if there 
had been no partner left to carry on. The case did 
not say that the Special Commissioners had accepted the 
latter evidence, and Atkinson, J., examining the evi- 
dential value of an opinion which was merely recorded, 
declared that as their decision was directly contrary 
to it, it was idle to say that they must be deemed to 
have accepted it. After a devastating analysis of the 
facts of the case, he had no hesitation in finding it was 
impossible to say that the Special Commissioners were 
not justified in holding that a saving of £1,250 per annum 
was the main benefit arising from the transaction. 


Schedule D, Case I—Road transport contractor—M anager, 
his brother—Sale of lorries to brother conditional on their 
being hired to vendor—Re-purchase from brother at greatly 
increased figure—Wear and tear allowance—Income Tax 
Act, 1918, Cases I and II of Schedule D, Rule 6. 


Kirby v. Steele (K.B.D., June 5, 1946, T.R. 267) was 
a case which may have owed its origin to the fact that 
the scheme of allowances for wear and tear of plant and 
machinery under Rule 6 of Cases I and II of Sched. D. 
is very unsuited to conditions of scarcity and currency 
depreciation. The appellant was a road transport 
contractor, and his brother was manager. In 1939 
the former purported to sell to his brother for £1,500 
six lorries conditional upon their being retained on 
hire until they could be replaced “ for the nominal rent 
of {1 per week each.”” There was no evidence as to this 
transaction beyond two letters both dated July 28, 
1939, but, subsequently, the brother was assessed in 
respect of the hire charges he received and he was given 
the usual wear and tear allowance upon the basis of 
his being the owner. In July, 1941, the appellant 
claimed to have re-bought five of the six lorries and 
another one at the price of £15,000, a transaction which, 
if genuine, would have given an annual wear and tear 
allowance of 25 per cent. The Inland Revenue were 
not prepared to swallow the story ; and, at the appeal, 
the evidence in support was, in short, quite unconvinc- 
ing. The General Commissioners had disbelieved the 
appellants’ evidence, and although the case as stated 
was not altogether satisfactory, Atkinson, J., affirmed 
their decision. In dismissing the appeal, he said “ It 
is much better that it should be dismissed on the basis 
that neither transaction ever took place.” 
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The Month in the City 


FINANCE 


Wall Street and London 

Two bad breaks on Wall Street have conditioned the 
movement of security prices on the London market 
during the past month. Wall Street’s influence on 
London is indirect and sympathetic$ prices of British 
securities are not directly affected, because arbitrage 
transactions on the pre-war model are forbidden. But 
the indirect effect is rational. If the Wall Street reactions 
are an accurate anticipation of a coming American 
depression, that depression will certainly impinge on the 
British economy, and will affect industrial earning power. 
Hence, it is reasonable for British equities to take note 
of what Wall Street is doing. Of course, Wall Street 
reactions, even severe ones, do not necessarily indicate 
a certain depression in the United States. After the 
flurry of excitement, therefore, calmer views have pre- 
vailed both in London and New York. The Financial 
Times ordinary share index, which by the middle of 
August had gone a considerable way towards recovering 
its high level of 129.3 in June, has fallen during the 
month from 127.7 on August 13 to 124.0 on September 
23. The recovery from the lowest levels touched in the 
recent recession has been very modest, but the falls in 
London were themselves limited to about 4 per cent. 
compared with well over 10 per cent. on Wall Street, 
where the Dow Jones average of industrial stocks fell 
from 190.47 on August 29 to 167.37 on September 10. 
The average has. since fallen further to 166.56. 


Cheap Money Campaign 

Meanwhile, Mr. Dalton has again shown his deter- 
mination to make all trustee borrowers queue up for a 
turn on the Procrustean bed of 24 per cent. The new 
Sheffield and Nigerian loans carry this rate, at an issue 
price of 99 and a life of 20-25 years. The results of the 
Birmingham and. Wakefield loans, of which 75 per cent. 
and 87 per cent. respectively were left with the National 
Debt Commissioners, show how poorly trustee investors 
view the recent tightening of the Daltonian screw. It 
is not, perhaps, the absolute level of interest rates which 
causes them so much concern—though the returns on 
gilt-edged are now down to the practical minimum— 
as the narrowing of the interest margins between all 
forms of trustee borrowing, ranging from gilt-edged at 
the top of the list to Colonial Governments lower down. 
The investor is showing some resentment at this equali- 
sation of rates, which leaves out of account the differences 
in credit status and ease of dealing which exert a real 
influence on prices in the open market. The cheap money 
programme is now to be extended to the smaller saver, 
who has already suffered in part from the reduced rate 
of 2} per cent., against 3 per cent., on Defence Bonds 
which Mr. Dalton introduced earlier this year. At the 
end of March next year, the present issue of Savings 
Certificates will be withdrawn, and replaced by a new 
issue at a lower rate of interest than the £3 3s. 5d. per 
cent., tax-free, which the present certificates yield over 
their full ten-year life. By this announcement, the 
Chancellor will no doubt secure the usual flood of last- 
chance applications, and assist in achieving the £520 
million target which he expects from the small saver 
this year. The next step for Mr. Dalton to consider, 
presumably, is the possibility of reducing the rates paid 
on Post Office and Trustee Savings Bank deposits. It 
will not be an easy decision to take, even though the 
logic of cheap money may demand it. 
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Agreement with Argentina 

After ten weeks of tergiversation, the negotiations 
between the British Mission and the Argentine authori- 
ties have succeeded in framing an agreement, only 
two days after all was given up for lost by official circles 
in London. The agreement was toasted in circumstances 
of such affability that President Peron was moved to 
declare that there was never any disagreement with the 
British Mission. The agreement falls into three sections. 
Of the £130 million sterling balances, it allows Argentina 
to free £5 million a year during the next four years, to 
transfer £10 million to Brazil, and to repatriate British 
investments in Argentina. The retained balances will 
carry interest at $ per cent. Both sets of conditions are 
welcome after earlier reports of Argentine demands. The 
new meat pact contemplates an increase in prices 
averaging 7} to 10 per cent. on existing prices. The third 
section, covering the future of the British-owned railways, 
caused great activity in Argentine rail stocks. The 
character of the new joint railway company, though it 
seems satisfactory from preliminary reports—the Argen- 
tine Government will subscribe 500 million pesos during 
the next five years, will guarantee an annual net revenue 
equivalent to £5 million, and will grant exemption from 
national and local taxation—is not yet clear enough to 
enable any precise calculations to be made about the 
value of Argentine rail stocks under the new conditions. 
The market, however, has accepted the agreement as 
very satisfactory, particularly for debenture stockholders, 
though until the size of thé new Argentine company’s 
capital is decided in the negotiations between British and 
Argentine representatives next month it is difficult to 
assess the position of the junior stocks. 


Anglo-French Trade 

The successful conclusion of the discussions between the 
British and the French authorities last month on the future 
expansion of trade between the two countries has been 
generally welcomed. The existing financial agreement ex- 
pires at the end of this year, and it is no secret that it was, 
from the first, extremely disappointing to the French. The 
difficulty hitherto has been that French exports, in the 
British view, fall too narrowly in the “ luxury ”’ classes, 
and that it would be inappropriate to expand British 
imports of French wines and special products under 
existing circumstances. This point of view was empha- 
sised by Mr. Dalton just before his departure for Washing- 
ton for the meetings of governors of the International 
Bank and Fund. He added, however, that fuller economic 
co-operation between the two countries must be found, 
and that he was looking forward to meeting M. Schuman, 
the French Minister of Finance, in Washington. It seems 
desirable to strengthen the economic ties between the 
two countries ; at present the only link which subsists 
between them is the financial agreement requiring the 
adverse French balance to be paid off to this country, 
largely by sales of securities and transfers of gold, by 
1949. : 


Double Taxation—Southern Rhodesia 


A double taxation agreement has been concluded 
between the United Kingdom and Southern Rhodesia. 
The text is given in a Draft Order in Council published 
by H.M. Stationery Office (The Double Taxation Relief 
(Taxes on Income) (Southern Rhodesia) Order, 1946). 
The agreement follows the general pattern of the con- 
vention with the United States. 
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Hudson’s Bay Company 

The form of presentation of the Hudson’s Bay Com- 
pany’s balance sheet has been revised with a view, in 
the Governor’s words, “to affording the proprietors 
fuller and clearer information as to the state of the 
company’s affairs.” It is the improvement in clarity 
that makes the stronger impression, for the steps taken 
towards greater comprehensiveness must be judged but 
modest. They include the segregation of the deferred 
repairs provision (£99,760) and a provision against a 
contingent liability on land account (£120,000) from 
general creditor balances (£1,276,924). Similarly, a 
capital reserve of £105,619, representing amounts set 
aside from profits under the supplemental charter of 
1912, is now shown separately from the general reserves 
of £4,115,806, which have themselves been divided into 
capital reserves (3,361,360) and revenue reserves 
(£754,446). A further change for the better is that the 
amount of estimated future liability for United Kingdom 
tax included in the provision of £1,175,519 for taxation 
is now stated. Its relatively smal] total of £191,000 is, 
incidentally, a reminder that Canadian taxation has 
been a heavy burden on the company since 1939, as 
shown by the intimation in the Governor’s statement 
that the total refundable amount of Canadian E.P.T. 
is computed at approximately £577,000. There is still 
no consolidated balance sheet, although interests in 
subsidiaries aggregate £768,392 at written-down value, 
while the omnibus provision of £3,365,613 for ‘‘ depre- 
ciation, replacement of vessels, furniture and fixtures 
and for estimated loss on disposals of properties and 
London premises redemption account” might with 
advantage have been broken down into its component 
parts, especially since it bears such a large ratio to the 
book value of {6,349,837 set upon the fixed assets. 
The gathering of assets and liabilities into logical groups 
is a helpful departure. 


Thomas De La Rue 

Since the latter-day expansion of the Thomas De La 
Rue organisation has largely been undertaken through 
the medium of subsidiary companies, it is specially 
satisfactory to find that for 1945-46 the directors have 
supplemented the usual information through the pre- 
sentation of consolidated accounts. The parent com- 
pany’s profit and loss account already distinguished 
between direct trading profit and income from invest- 
ments in subsidiaries. The disparity between the two 
—for the past period the former is £622,548, subject to 
taxation of £300,000 and depreciation of £18,795, whereas 
the latter is only {22,000 net—is worthy of remark, 
since interests in the subsidiaries account for {1,253,960 
of total assets of (2,603,098. It is heightened by grants 
of £163,915 to subsidiaries towards costs of reconversion 
to post-war requirements, which figure in the appro- 
priation account. The chairman, commenting on the 
feature that by far the greater proportion of the profits 
derive from the security printing business under the 
parent’s direct control, expresses the expectation that 
the profits of the subsidiaries will show a considerable 
improvement not in the current year, but in the year 
following. The position described makes it the more 
interesting to observe from the consolidated balance 
sheet that, while the reserves of the subsidiary companies 
add only £10,474 to the parent’s total of £488,592, the 
group’s assets include £126,290 for goodwill and other 
intangible assets of which the parent’s own statement 
is quite free. e 45 


ACCOUNTANCY 


Points from Published Accounts 


Timothy Whites and Taylors d 

Another company to submit consolidated accounts 
for the first time is Timothy Whites and Taylors. Here 
the interesting position is shown that, whereas goodwill 
appears in the parent company’s balance-sheet at 
£324,382, the corresponding figure for the group as a 
whole is £621,984, while the excess value of shares in 
subsidiaries over the appropriate proportion of the 
aggregate book value of the net assets. of these under- 
takings is an additional intangible item of £284,473. 
Goodwill in its wide sense, therefore, shows an enlarge- 
ment of £582,075 as between the accounts of the parent 
and those of the group, whereas the group reserves are 
only £87,296 greater than those of the parent alone. 
Another interesting feature which the consolidated 
balance-sheet emphasises is that the “ gearing” of the 
capital structure is much higher even than would appear 
at first sight. Standing in front of £485,793 of ordinary 
capital is £1,676,000 of preference shares and {1,432,000 
of debenture stocks. On these figures taken by them- 
selves, the ordinary shares comprise only a small part 
of total capitalisation, but the group accounts make it 
plain that the full debenture and mortgage indebtedness 
of the group is £2,033,275, and that there is {1,347,345 
of issued shares of the subsidiaries (including reserves 
and surplus relating thereto) held by outside share- 
holders. On this showing, the percentage of total group 
capitalisation represented by the parent’s ordinary 
shares is nearer 9 per cent. than the 13} per cent. that 
can be calculated from the parent’s figures alone. From 
the consolidated profit and loss account, it emerges that 
the subsidiaries have been allowed to retain {31,885 
out of their year’s profits, this being equivalent to 
additional earnings of 12 per cent. on the relatively 
small ordinary capital, which receives a total dividend 
of 30 per cent. With £14,574 being added to the parent’s 
own carry-forward, total earnings are 47§ per cent. 


Furness, Withy 

Furness, Withy stands aloof from the main stream of 
modern accounting practice. Although investments of 
£3,739,249 are held in subsidiary shipping companies, 
together with investments of £752,313 in other sub- 
sidiaries, there is still no consolidated balance sheet. 
The omission to present such a statement is the more 
deeply felt because, as everybody knows, the disposition 
of assets between shipping property and liquid items 
was much changed during the war years. Reflecting 
the receipt of insurance recoveries, whose amounts were 
greater than the book values at which the lost vessels 
were carried in the books, the holding company alone 
has over {5 million in cash, biJls, Government securities 
and other investments, and it would be interesting to 
know how the position stands for the group as a whole. 
A consolidated profit and loss account would also be 
a great help. The parent’s own statement distinguishes 
between direct shipping profits of £586,108 and gross 
dividends of {£263,349 from subsidiary shipping com- 
panies, but it telescopes gross dividends on investments 
in other subsidiaries with those received from the general 
investments, the combined receipt being £299,885. It 
would be more logical, and more enlightening, to state 
separately the contribution to revenue made by the 
non-shipping subsidiaries. 
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INSOLVENCY 
Bankruptcy of mortgagor—Not entitled to be heard under 
Courts (Emergency Powers) Act, 1943. 
When property has vested in a trustee in bankruptcy, 
the only interest of the bankrupt is a future interest in 


a possible surplus. Therefore he has no title to complain 
that a mortgagee of the property, in the exercise of his 
power of sale, sold at an under-value. Such a bankrupt 
is not a person “ interested ”’ so as to be entitled to be 
made a respondent to a summons for leave to proceed 
under the Courts (Emergency Powers) Act. 

In Jarrett v. Barclays Bank, Lid. (1946, 2 All E.R. 
266), to secure an overdraft on the joint banking account 
of her husband and herself, Mrs. J., by a legal charge 
dated April 26, 1939, charged certain freehold premises, 
of which she was the owner, to the bank. On May 15, 
1940, Mrs. J. was adjudicated bankrupt, and the Official 
Receiver became her trustee in bankruptcy. Her husband, 
J., was given licence by the Official Receiver to carry 
on his business in the premises. As they were both 
unable to comply with the bank’s requests to reduce 
the overdraft, the bank, early in 1945, negotiated a 
conditional contract for the sale of the premises, and 
informed the debtors as well as the Official ‘Receiver 
that £2,290 was due on the joint account. The bank 
also informed Mr. and Mrs. J. that the premises would 
be sold if the overdraft was not paid. In April, 1945, 
the bank was informed by Mr. and Mrs. J. that they 
could not repay the loan, and in August, 1945, the bank 
issued a summons under the Courts (Emergency Powers) 
Act, 1943, for leave to sell the premises. Under the 
Courts (Emergency Powers) Rules, 1943, the Official 
Receiver, as Mrs. J.’s trustee in bankruptcy, was made 
sole respondent to the summons. The Official Receiver 

-informed the bank that he did not object to the leave 
being given ; therefore, the application was made ex 
parte, and leave was given on October 18, 1945. Mr. and 
Mrs. J. were informed accordingly and on December 
12, 1945, the sale was completed. In the meantime, 
Mrs. J. had died without having obtained her discharge 


GONVILLE AND Calus COLLEGE, 
' September 21, 1946. 

To-day sees the dispersal of the third in the series of 
Refresher Courses arranged by the Society for returning 
ex-Service members. The course was an outstanding and 
unqualified success, and we are all very grateful to the 
Master and Fellows for giving us the facilities of Gonville 
and Caius College, to enable the course to be held in 
Cambridge. From the cordial reception by the President 
of the College and the welcoming address by the President 
of the Society, the proceedings were marked by an 
atmosphere of friendliness.and by a spirit of enquiry 
which were stimulated by residence in college and by the 
mellow surroundings of Caius. To those familiar with 
the dismal implications of the Service cliché, “ it’s all 
laid on,” the capable administration and smooth running 
of this course were a pleasant revelation, indicative of 
good staff work. The standard of comfort and of general 
amenities was very high. The members of the course 
are indebted to Miss Knox for her organisation of the 
arrangements in college and to the domestic staff at 
Caius for their attention. 
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Legal Notes 


The Third Refresher Course 


BY A MEMBER 


from bankruptcy. 


Mr. J. brought an action against 
the bank and the purchaser, both as his wife’s executor 
and on his own behalf (as occupant of the premises and 
as the person jointly and severally liable for the bank 


overdraft). He contended that the sale was invalid 
on two grounds, (a) that he and Mrs. J. should have 
been joined as respondents to the summons under the 
Courts (Emergency Powers) Act, 1943, or a statement 
should have been lodged in Chambers pursuant to the 
1943 Rules, stating that they were persons affected 
within the meaning of the Rules ; (b) that the purchase 
price was so low as to constitute a fraud on himself 
and his wife’s estate. The bank and the purchaser 
objected that the action was misconceived, and that 
there was no case to answer. Wynn-Parry, J., held 
that (1) upon the true construction of the Courts (Emer- 
gency Powers) Rules, in order to be a person affected 
within the meaning of the Rules, one must have an 
interest in the mortgaged property; “interest,” as 
used in the Rules, meant some legal or equitable interest 
which could be enforced in, or protected by, a court ; 
(2) as the whole of Mrs. J.’s property passed to and 
vested in the Official Receiver, under the Bankruptcy 
Act, 1914, Section 53, when she was adjudicated bank- 
rupt, she had no interest in the premises at the date of 
the application for leave to sell, and was, therefore, not 
entitled to be joined as a respondent under the Courts 
(Emergency Powers) Act, 1943, nor was she a person 
affected within the meaning of the Courts (Emergency 
Powers) Rules, 1943, Rule 20; (3) as Mrs. J. was an 
undischarged bankrupt at the time of her death, her 
executor could not complain if the premises were sold 
at an under-value ; (4) as J. was in occupation of the 
premises only under a licence, he had no interest therein 
and was not entitled to be heard ; (5) the fact that he 
was jointly and severally liable on the overdraft did not 
give J. any right to have the sale set aside (even if it 
was at an under-value) because the mortgage was of 
Mrs. J.’s property, and was a transaction entirely 
between the bank and herself. 


It was clear, at an early stage, that available time did 
not permit of detailed expositions, and the speakers are 
to be congratulated on their concise and brilliant 
handling of wide and difficult subjects. The lectures 
were mainly confined to general headings, lines of 
approach and particular changes during the war. Facts 
and ideas were then discussed and elaborated in group 
discussions under the able and helpful guidance of 
experienced practising members. The atmosphere of 
these discussions was most stimulating; views were 
exchanged, and controversies started there were soon 
buzzing in the neighbouring coffee houses. 

It is not possible in this brief column to write an 
adequate appreciation of the work of an imposing 
array of speakers. We are greatly indebted for the 
lectures by members of the Society and by visitors 
from the Institute of Chartered Accountants and by 
two members of the legal profession. 

On Sunday evening we were entertained by an 
excellent informal discussion on ‘‘ The Outlook for 
British Industry,” led by two of Britain’s foremost 
business brains—Sir Norman Kipping (Director of the 
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Federation of British Industries) 
Hobhouse (Messrs. Alfred Holt & Co.). 
On the following day there was a talk by Mr. E. A. G. 


and Sir John 


Robinson, the Joint Editor of The Economic Journal, 


who gave us a broad outline of the economic situation 
during the war. 

This was supplemented for some of us by a surprise 
visit in the evening of another economist, Mr. Richard 
Stone, a Fellow of King’s College, who gave us some new 
ideas on “‘ Social Accounting.” 

The course was honoured on Sunday, September 15, 
by the presence of the Right Rev. The Lord Bishop of 
Sheffield, D.C.L. At a service held in the College 
Chapel, kindly arranged by the Dean designate of Caius, 
who officiated, the Bishop gave a memorable address. 
He stressed how members of the profession could 
strengthen the activities of the Church from both a 
moral and a practical standpoint. 

The President was at home on the same afternoon in 
the College Parlour, when the members were able to 
meet the Bishop and the President and other members 
of the Council. 

A visit to Chivers & Sons, Ltd., was attended by a 
full quota, who enjoyed an interesting tour of the 
factory, and of the offices which were mechanised to a 
high degree. 

Many members who were hoping to take advantage 
of the facilities for sport were sadly let down by the 
weather. Some golf, tennis and squash were played by 
enthusiasts, but cricket was out of the question. 
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The course was concluded by a dinner in Hall, 
when the President of the Society had the pleasure of 
entertaining the Master and some of the Fellows of 
Caius and other guests. This was a happy climax to 
the work and activities of an enjoyable week. 

The course will remain a pleasant memory for those 
who accepted the invitation of the Council to attend. 


Incorporated Accountants’ Golfing Society 

The Captain, Mr. Herbert Townsend, has made 
ments for a meeting of the Incorporated Accountants’ Golfing 
Society at Moor Park, Northwood, on Wednesday, October 
16—matches all day. 

The matches will be followed by a business meeting to 
elect officers. 

It is hoped to renew the activities of the Golfing Society, 
and members who would like to participate in the meeting 
on October 16 are asked to send their names either to Mr. 
Townsend at 4, The Broadway, Crouch End, N.8, or to 
i rated Accountants’ Hall, Victoria Embankment, 

It is hoped that a number of members from different 
= of the country will be able to be present at the Moor 

k ; 


meeting. 


Sir Gilbert Charles Upcott retired on October 1 and 
Sir Frank Newton Tribe, now Permanent Secretary of 
the Ministry of Food, takes his place as Comptroller and 
Auditor-General. 


Society of Incorporated Accountants 


DISTRICT SOCIETIES 


LONDON 

To provide an opportunity for members in. London to meet 
one another, the committee of the London District Society 
have arranged a luncheon to be held at the Waldorf Hotel, 
Aldwych, London, W.C.2, on Tuesday, October 29, at 12.30 
for 12.45 p.m. 

Mr. F. C. Hooper, Director of Business Training in the 
Ministry of Labour and National Service, has kindly promised 
to be the guest of the committee and will address the members 
on “ Post-War Business and Professional Training.’’ 

The Chairman, Mr. C. V. Best, hopes there will be a large 
attendance. Members may invite personal guests. Tickets, 
price 7s. 6d., are obtainable at Incorporated Accountants’ Hall. 


LONDON AND DISTRICT AND LONDON 
STUDENTS’ SOCIETIES 

Joint Programme of Lectures, Autumn Session, 1946 

Oct. 3. ‘“ Sale of Goods Act,’’ by Mr. Lionel A. Blundell, 
LL.M., Barrister-at-Law. 

Oct. 17. ‘“‘ The Formation of a New Company,’’ by Mr. 
F. R. Witty, A.S.A.A. 

Oct. 24. ‘‘ Mechanised Accounting.’’ Lecture and demon- 

and stration by Mr. W. Desborough, O.B.E., at Powers- 

Oct. 31. Samos House, Holborn Bars, E.C.1. Each meeting 
is limited to 50 members. 

Nov. 7. “The Internal Audit of the London County 
Council,’ by Mr. L. Quinton, B.A., A.S.A.A. 
Chairman: Mr. William MHayhurst, F.S.A.A., 
Comptroller of the City of Westminster. 


Nov. 19. “The Income Tax Act, 1945, in Practice,’’ by 


Mr. H. A. R. J. Wilson, F.S.A.A., F.C.A. 
Nov, 26. “The First Annual Audit of a Company,’’ by Mr. 
G. F. D. Rice, F.S.A.A. 
Dec. 5. Pe. ha x gr Act, 1946,’’ by Mr. P. F. Hughes, 
Dec. 10. “‘ Problems of Clients in Financial Difficulties,’’ by 
Mr. A. V. Hussey, F.S.A.A.- 


The Students’ Society have also arranged for lectures and 
practical exercises in Public Speaking at 6 p.m. on 
September 23, October 14 and 28, November 11 and 25, 
and December 9. 

The meetings will be held at 6 p.m. at the Hall of the 
Institute of Journalists, 2 and 4, Tudor Street, London, 
E.C.4. 


NEWCASTLE-UPON- TYNE 
Annual Meeting 
The annual meeting of the Newcastle District Society was 
held on April 30. 
The President, Mr. A. J. Ingram, stated that this was the 


ree year of the District Society, as it was formed on 
mber 18, 1896. Because of food shortage it was unlikely 


.that it would be possible to hold Jubilee celebrations during 


the year; but it was hoped to arrange for a visit of the 
President in December, when a luncheon or meeting would be 
held to commemorate the event. 

The retiring members of the Committee were re-elected, 
and Mr. F. Wilcox and Mr. J. V. Baines were elected to fill 
vacancies. 

The President announced that at a Committee meeting 
held prior to the annual meeting, the following officials had 
been elected for 1946/47 :—President: Mr. A. J. Ingram, 
F.S.A.A., Sunderland ; Vice-Presidents : Mr. F. S. Rowland, 
F.S.A.A., Newcastle; Mr. H. S. Parkin, F.S.A.A., Sunder- 
land ; Hon. Secretary : Mr. J. E. Spoors, F.S.A.A., Newcastle. 

In addition it had been decided to elect Mr. F. W. Smith, 
F.S.A.A., as Vice-President for the Jubilee year. Mr. Smith 
was the senior member of the Society in the district and still 
took a very active part in the work of the Committee. 


Syllabus of Meetings, 1946-47 
Meetings will be held in the Library, 52, Grainger Street, 
Newcastle-upon-Tyne, unless otherwise stated. Lectures will 
commence at 6 p.m. 
1946 
Aug. 29 Inaugural Meeting at Royal Station Hotel, New- 
castle. Addressed by the President, Mr. A. J. 
Ingram, F.S.A.A. 
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S.A.A 
13. “ E.P.T.,” by Mr. J. Stuart, A.S.A.A. 
20 “N.D.C.,” by Mr. J. Stuart, A.S.A.A. 
1 ‘“ The Cohen Report,” by Mr. J. Charlesworth, 
LL.D., Barrister-at-Law. 
8 ‘Income Tax Act, 1945, Finarice Act, 1946,” by 
Mr. H. A. R. J. Wilson, F.S.A.A., F.C.A. 
** Recent Developments in Schedules A, B, and 
Cc. ” 
18 “ P.A.Y.E.,” by Ms. J. Walton, Burroughs Adding 
Machine, Ltd. 
,, 25 ‘‘ Modern Forms of Accounts,” by Mr. 5 4 E. 
Spoors, F.S.A.A., A.C.I.S. 
Nov. 8. Members’ Discussion Meeting. At Royal Station 
Hotel, Newcastle. 
» 20 “ Terminal Adjustments and Refunds,” by Mr. 
H. A. R. J. Wilson, F.S.A.A., F.C.A. 
Dec. 10 Jubilee Celebrations—Visit of President, Mr. F. 
Woolley, J.P., F.S.A.A. 


Jan. 7 “Criticism of a Balance Sheet,” by Mr. W. W. 
Bigg, F.S.A.A., F.C.A. 

Feb. 12 “ Budgetary Control and Short Term Statements,” 

A Mr. F. Sewell Bray, F.S.A.A., F.C.A. 

embers’ Discussion Meeting. At Royal Station 

Hotel, Newcastle. 

Mar. 25 “ Britain’s International Trade Position,” by Mr. 
L. E. T. Little, B.Sc. (Econ.). 


_ NOTTINGHAM, DERBY AND LINCOLN 


The following is the joint syllabus of lectures for 1946-47 
arranged by the Nottingham Society of Chartered Accoun- 
tants, the Incorporated Accountants’ District Society of 
Nottingham, Derby and Lincoln, and the Nottingham, Derby 
and District Society of Certified and Corporate Accountants. 
Lectures will be held at the Reform Club, Victoria Street, 
Nottingham, at 6.30 p.m. 

1946 
Oct. 1 “Income Tax Act, 1945,” by a C. A. Newport, 

F.L.A.A., F.T.LI. Chairman: Mr. H. F. Palmer, 
M.B.E., F.S.A.A., F.C.A. 

» 23 “ Holding Companies,” by Mr. A. E. ~— 
LL.B., F.S.A.A., F.C.A. Chairman: Mr. H. F. 
Tunnicliffe, ALLA.A. 

Nov. 13 “Government Legislation,”’ by Mr. J. A. Fey 
F.S.A.A., F.C.A. Chairman: Mr. J. W. Mee, 
A.S.A.A. 
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Sept. 6 “E.P-T..” by Mr. J. Stuart, AS.AA. 
Oct 


Dec. *2 “ Budgetary Control in conjunction with Cost 
Standar 


ds,”’ by Mr. F. C. Lawrence, B.Sc., Tech., 
A.M.L.E.E., F.C.W.A. Chairman: Mr. C. F. 
Carlisle, F.S.A.A. 
*At the invitation of the Institute of Costs and 
Works Accountants. This lecture will be held at 
the Black Boy Hotel, at 7.15 p.m. 


Jan. 3. “ Economics,” by Mr. A. Radford, B.Sc. (Econ.). 
Chairman : Mr. S. I. Wallis, F.S.A.A. 
» 23 “Cohen Report,” by Mr. A. E. Langton, LL.B., 
9 ae F.C.A. Chairman: Mr. J. B. Burnie, 
.C.A. 
Feb. 19 “Costing,” by Mr. J. W. Mee, A.S.A.A. Chair- 
man: Mr. G. Nicholson, F.C.W.A. 
Mar. 12 “ E.P.T. Refunds,” by Mr. H. A. R. J. Wilson, 
ee F.C.A. Chairman: Mr. E. Spencer, 
A.A. 


PERSONAL NOTES 


Mr. Andrew Brodie, F.S.A.A., of Burslem, Stoke-on- 
Trent, and Longton, who was Hon. Secretary of the North 
Staffs. Appeal Committee of the Duke of Gloucester’s Red 
Cross and St. John Fund, has been appointed an Honorary 
Life Member of the British Red Cross Society in recognition 
of his valuable services. 

Messrs. Thomas May and Co., Allen House, Newarke 
Street, Leicester, announce that Mr. F. N. Parker, F.S.A.A., 
who has been connected with the firm for 35 years, retired 
from the ip on September 27. Mr. Parker has 


accepted an appointment as financial director of a company 
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group. Mr. G. R. Eaton, A.S.A.A., who has been a-member 
of the staff of the firm for 26 years, has been admitted to 
partnership. 

Mr. A. R. Nicholas, I ted Accountant, has com- 
menced public practice at 34, Coleman Street, London, E.C.2. 

Mr. L. W. Soar, Incorporated Accountant, in partnership 
with Mr. S. Kershen, Chartered Accountant, under the style 
of Soar, Samuel Kershen and Co., is now practising at Craven 
‘House, 121, Kingsway, London, W.C.2._ 

Mr. Thomas W. Watts, Incorporated Accountant, 198-200, 
Martin Road, Middlesbrough, has taken Mr. Alan Scott, 
A.C.A., and Mr. Thomas Charlton, A.S.A.A., into partnership. 
The name of the firm will be Watts and Co. 

Mr..C. T.. Bayley, A.S.A.A., of Three Bridges, Sussex, who 
is now with Messrs. Baker, Todman and Co., of. Norfolk 
Street, London, W.C.2, was not the member referred to in 
our August issue as having been appointed Treasurer and 
Accountant to the Thames Conservancy. The latter member 
was Mr. C. T. Bailey, A.S.A.A., formerly Assistant Treasurer. 

The partnership between Mr. Fred F. Barnes, F.S.A.A., 
and Mr. John R. Lane, A.S.A.A., has been dissolved by mutual 
arrangement. Mr. Barnes will continue the practice of 
Messrs. Barnes, Lane and Co., under the same style at 24, 
Coleman Street, London, E.C. Mr. John R. Lane will practise 
under his own name at 24, Coleman Street, pending removal 
to new Offices. 

Messrs. Hatfield, Dixon and Co., 115-117, Cannon Street, 
London, E:C., have admitted Mr. M. Newbold, Incorporated 
Accountant, into partnership. 

Messrs. Board, Graham Hill and Co., 15, Crown Street, 
St. Ives, Hunts, have admitted Mr. J. M. S. Whittow, M.A., 
A.C.A., into partnership. They will practise in future under 
the style of Board, Hill and Whittow. They have also opened 
an office at 96, High Street, Huntingdon. 

Mr. Maurice Bailey, Incorporated Accountant, has retired 
from the firm of Messrs. Jacques and Stirk, Keighley, and is 
now practising on his own account at Central Chambers, 
2, Cheapside, Bradford. 

Mr. R. M. Walters, Incorporated Accountant, is now prac- 
tising at Commerce House, High Street North, Manor Park, 
London, E.12. 

Messrs. W. W. Beer, Aplin & Co. have admitted Mr. 
R. H. T. Burgess, A.S.A.A., into partnership. The firm will 
continue under the style of W. W. Beer, Aplin & Co., Incor- 
porated Accountants, 9, Barnfield Road, Exeter. 


REMOVALS 


Messrs. Geo. T. Cheetham and Co., have removed their 
offices to Imperial Buildings, Oxford Road, Manchester. 

Messrs. Lewis Tuck and Co., Incorporated Accountants, 
have removed their offices to 105, Parkway, London, N.W.1. 

Miss Olive M. Higgs, Incorporated Accountant, is now 
practising at 9, Hertford Avenue, East Sheen, London, 
S.W.14. 

Mr. R. J. L. Ball, Incorporated Accountant, has removed 
his offices to 10, Blenheim Terrace, Woodhouse Lane, Leeds. 


APPOINTMENTS VACANT 


(Continued from page x) 


UDAN RAILWAYS require QUALIFIED ACCOUNTANTS for 
service in the Sudan for general accountancy and costing. 
Candidates should possess a recognised professional accountancy 

ualification and have had good practical experience with a business 
psa Knowledge of modern costing procedure and of punched-card 
accounting would be an advantage. Age, 25-35 years. 

Appointment on Short Term Contract (initially for two years) at 
a starting salary of not less than £E400 per annum, according to age, 
experience and qualifications. t-of-living allowance at the rate 
of 35 per cent. of salary, subject to a maximum of Pa per month, 
is now payable. Outfit allowance at the rate of £E40 is payable when 
contract is 900 per provided appointment is at a salary not 
exceeding £E annum ({El={£1 0s. 6d.). Free passage on 
appointment. Strict t medical examination. There is no income tax in 
the Sudan at present. 

Papers containing fuller information, and a epueraticn forms, 
obtainable from Sudan Agent in as . House, 
Buckingham Gate, London, S.W.1. envelopes 
** ACCOUNTANT.” 
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